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PUBLISHERS’ NOTE 

This work was first published in France in 1909. A translation of the 
second French edition (1913) .appeared in England in 1915, and has 
been reprinted without alteration many times since. In France, how* 
ever, seven successive editions have been published — ^although often 
with little substantial change in contents. The present English edition 
is based on the original translation of the second French edition, but 
also incorporates the amendments and additions made in the French 
sixth and seventh editions. 

In carrying out the work of revision Professor Rist has finely altered 
and added to the chapters originally written by himself, but — for 
reasons stated in his Preface to the sixth edition — ^has been m(»« con- 
servative of alteration to the chapters written by his late co-author. 
These chapters may thus lose some of their significance unless the reader 
bears in mind the date at wUch they were originally written. This 
danger is, however, lessened by the statement of authorship of each 
chapter given in the table of contents. This arrangement, which is 
followed in both the sixth and seventh (French) editions, is confidently 
passed on to the English-speaking public in the belief that the late 
Charles Gide’s analysis of economic theories is too valuable to be dis- 
carded after less them forty years’ service. 
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PREFACE TO THE SEVENTH EDITION 

Thb new edition differs very little from the sixth edition. The latter 
was prepared and printed during the enemy occupaticm, though it did 
not appear until after the Libation, so it was difficult for me to write 
freely about both Bolshevism and National Socialism. I have not felt 
called upon, however, to restore in this edition the pages devoted to 
Bolshevism in the Fifth Edition, or to include a study of the economic 
aspect of National Socialism. It would in fact be a great mistake, in 
my opinion, to regard these two political doctrines as embodyu^; any- 
. thing economically new. The economic methods employed by revolu* 
tionary Russia in order to create large-scale industry were imposed on 
her by necessity; for, beii^ unable to raise either an internal ot an 
external loan for setting up the war industry that she wanted, the 
U.S.S.R. had to resort to compulsion and the issue of a paper currency 
to achieve her ends. As for the collectivization industry and part of 
agriculture, what is interesting to study here is its realization in practice, 
for its theoretical basis is to be found in all previous socialist systems. 
The National Socialists organized their entire economy with a view to 
war, and it is of interest only as a system of war economy. 

What determines to-day the differences between economists is, in my 
opinion, the opposition between a war economy and a peace economy. 
The dirigisme, or system of State control, which appeals to so many 
thinkers, is a consequence of the war economy. But it does not follow 
that the end of the war means also the disappearance of its economic 
consequences. In particular, the ccmcentration of certain laige-scale 
industries that was a wartime necessity is undoubtedly bound to extend 
yet further, and this will facilitate the intervention of the State to cmt- 
trol it and share in it. But so long as production is detomined primarily 
by the demand of consumers this concentration will in itself make little 
change in the economic machinery. So long as the ecmiomic wturld 
remains a world in which almndance is never anytime but relative 
econcnnic calculation and, therefore, economic tiieories will retain tl^ 
importance. 

Is it possible now to foresee a day wffien abundance will be no longer 
relative but absolute? Can we imagine a world in which technical 
mastery ova: matter has reached such a point that man can drawfimn 
nature whatever {nodnct he jdeases--^ world like tiiat pictured by 
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4 A HISTORY OF ECONOMIC DOCTRINES 

Sismondiy where one man, by turning a handle, can provide everything 
needed by a whole community? So boundless are the horizons opened 
up by the triumphs of physical science that some people believe this 
absolute abundance to he already within reach. If this dream were to 
come tiue the economic planning of human resomces would become 
imnecessary and political economy would disappear, along with its 
economic laws, which means the psychological laws which it was its 
pinpose to study. Work itself would become unnecessary for the vast 
majority of people, and what would need planning would be leisure, 
not toil. To my younger colleagues I suggest this as a subject for 
thought. They will perhaps discover that the ‘curse’ of labour pro- 
nounced in the Garden of Eden against Adam’s descendants is after all 
the most salutary law of moral and physical health. 

But we have not yet reached that point, and the history of economic 
doctrines still retains all its interest. Ours may be criticized, and with 
justice, for not bringing out clearly enough all the analogies that are 
apparent between ancient and modem doctrines. For instance, the 
reasoning methods of Lord Keynes were directly inspired by the Ricar- 
dian tradition, and on reading him one could well imagine that 
Walras and even Jevons had never written a line. So too there are 
many curious points of identity between his position and Sismondi’s; 
and yet I believe I am right in thinking that Keynes had never read 
Sismondi. 

Here is another very suggestive point. The whole of the Swedish 
School, for example, has based its teaching on the theory of Walras. 
The whole Italian School, so remarkable in many ways, is founded, 
by way of Pareto, on the same principles. And the best of the American 
economists have also adopted these principles. Yet part of the English 
School, widi a curious continuity of tradition and ancestor-worship, 
persists in ignoring them. 

But to lay stress on all these resemblances between the present and 
the past would have meant rewriting part of the book, besides abandon- 
ing the fundamental aim that we set before ourselves when we started 
omr undertaking — namely, to concentrate in the case of each doctrine 
or each author on such developments as are indispensable to an under- 
standing of his own thought. To the reader, therefore, we must leave 
the task of unearthing for himself those analogies between certain 
doctrines that we have merely noted in passing. We believe that they 
come to light of their own accord from our analysis of each author. 

Paris CHARLES RIST 
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PREFACE TO THE SIXTH EDITION 


This edition appears over thirty years: after the first and fifteen years 
after the fifth. The eminent man who conceived the idea of this bodk, 
and whose name will henceforth be inscribed in the history of doctrines 
as one of the most original of French economists, has passed away, 
and 1 have therefore tmdertaken single-handed the necessary task of 
revision. I have felt it my duty to leave almost unaltered the chapters 
written by M. Gide, for the marks of his genius are too plainly visible 
for them to be susceptible to amendment or addition. 

In the remaining chapters I have made few changes. My chi^ 
concern has been with the last two chapters, intended to bring the 
history down to date. I need not emphasize the difficulties and dangers' 
of such a task. To try to set down in a hundred pages the essence of 
the economic ideas of the last twenty years Avill seem to many a rash 
undertaking. But I felt unable to resist the fnendly entreaties of my 
publisher and my kindly colleagues. 

Once again, and more emphatically than ever, 1 must express my 
regret at being unable to mention more names and more books. But 
the very character of this work, which should on no account resemble 
a catalogue or a bibliography, obliged me to select and to confine 
myself to what a historian of ideas is physically capable of reading 
and judging for himself, and this inevitably means leaving gaps. That 
is the risk in such a work as this. When one wishes to include not only 
the past — ^in which case the task of selection (though still subject to 
revision) has been done by time itself— but also the present, no one 
can pretend to indicate unerringly the names that will live in history. 
I have honestly chosen, according to my lights, those diat seem to me 
the most important, without losing sight of the ftmt that the future 
may bring fame — ^as in the case of Cantillmi or Gossen — to works 
neglected by, or even unknown to, their contemporaries. 

I have had to modify slightly the original plan of the book. The 
title “Recent Doctiines” is no longer applicable to tiie doctrines 
collected together in Book V, most of which are now upward of fifty 
or sixty years old. The events of the past thirty years have also pro- 
foundly altered our attitude to pre-ig^ doctrines. What chiefly 
marks the period 1870-1914 is, in my view, the discovery and develop- 
ment of the conceits of equililmum and final utility oa the one hand, 
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PREFACE 


In the economic curricula of French universities much greater stress 
is laid upon the history of economic theory than is the case anywhere 
else. Attached to the Faculty of Law in each of these luiiversities is a 
separate chair specially devoted to this subject; at the bcamination 
for the doctor’s degree a special paper is set in the history of Acory, 
and if necessary further proof of competence is demanded fiom the 
student before his final admission to the degree. At the Sorbonne, 
where there is only one chair in economics, that chair is exclusively 
devoted to the history of doctrines, and the same is true of the chair 
recendy founded at the Fcole des Hautes £tudes. 

Such prominence given to the history of theory must seem excessive, 
especially when it is remembered that in economic histcH7, as distinct 
from the history of economics, there is not a single chair in the whole 
of France. Those who believe that the French people are somewhat 
prone to ideology will not fail to see in this fact a somewhat unfortunate 
manifestation of that tendency. Elsevriiere the p<»itions are reversed, 
the premier place being given to the study of facts rather than ideas. 
Extreme partisans of the historical method, especially the advocates 
of historical materialism, regard doctrines and systems as nothing 
better than a pale reflection of facts. It is a part of their beUd* that 
facts are the only things that matter, and that the history of the evolu- 
tion of property or the rise of the wage system may prove quite as 
instructive as the history of the controversies concerning the nature oS 
the right of property or the wages-fund theory. 

Such views as we have just expressed, however, are not alt<^ther 
devoid of exaggeration, thoi^h of a kind direcdy opposite to that 
which we would naturally impute to them. The influence exerted by 
the economic environxnent, whence even the most abstract economist 
gets material for reflexion and the exercise of his i(^cri acumen, is 
indisfmtable. The problems which the themist has to solve are 
suggested by the rise of certain phencnnena vdiich at one moment cut 
a very prominent figure and at another disappear altogetha. Such 
problems, must vary in different places and at different times. The 
peculiar e<xmomic ctmdition in which England found hersdf at dm 
beginnii^ of the nineteenth century had a great deal to do in direct- 
ing .Ricardo’s thoi^ht to the study o£ the prdtdems of rent ami note 
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issue. But for the advent of machinery, with the subsequent increase 
in industrial activity and the parallel growth of a proletarian class, 
followed by the recurrence of economic crises, we may be certain that 
neither the doctrine of Sismondi nor that of Karl Marx would ever 
have s^n the light of day. It is equally safe to assume that the atten- 
tion which economists have recently bestowed upon the theory of 
monopoly is not altogether unconnected with the contemporary 
development of the trust movement. 

But, while recognizing all this, it is important that we should remem- 
ber that facts alone are not suflScient to explain the origin of any 
doctrines, even those of social politics, and still less those of a purely 
scientific character. If ideas are determined solely by time and environ- 
ment how are we to explain the emergence at the same time and in the 
same environment of such different and even contradictory doctrines 
as J. B. Say’s and Sismondi’s, Bastiat’s and Proudhon’s, Schulze- 
Delitzsch’s and Marx’s, Francis Walker’s and those of Henry George? 
With what combination of historical circumstances are we to connect 
Cournot’s foundation of the Mathematical school in France, or how 
are we to account for the simultaneous discovery in three or fom 
countries of the theory of final utility? 

Although anxious not to seem to make any extravagant claims for 
the superiority of the history of theory, we are not ashamed of repeat- 
ing our regrets for the comparative neglect of economic history, and 
we are equally confident in claiming for our subject the right to be 
regarded as a distinct brzinch of the science.^ We shall accordingly 
omit all reference to the history of economic facts and institutions 
except in so far as such reference seems indispensable to an under- 
standing of either the appearance or disappearance of such and such 
a doctrine or to the better appreciation of the special prominence 
which a theory may have held at one moment, although it is quite 
unintelligible to us to-day. Sometimes even the facts are connected 
with the doctrines, not as causes, but as results, for, notwithstanding 
the scepticism of Goiunot, who was wont to declare that the influence 
exerted by economists upon the course of events was about equal to the 
influence exerted by grammarians upon the development of language, 
it h impos^ble not to see a connexion between the commercial treaties 

i860, say, and the teachings of the Manchester school, or between 
labour legislation and the doctrine of State Socialism. 

To wrhe a history of economic doctrines which should not exceed 
the limits of a single volume was to attempt an almost impossible task^ 

^ See an article by M. Deschamps in the Bdforme sociaU of October i, 1902, on the 
vaitie of diif land of caching. 
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and the authors cannot pretend that they have accomplished such a 
difficult feat. Even a very summary exposition of such doctxines as 
could not possibly be neglected involved the omission of others of 
hardly less importance. 

But in the fiist place it was possible to pass over the pioneers by 
taking the latter part of the eighteenth century as the starting-point. 
There is no doubt that the beginnings of economic science lie in a 
remoter past, but the great currents of economic thought known as 
the “schools” only began with the appearance of those two typical 
doctrines, individualism and socialism, in the earlier half of the nine- 
teenth century.^ Moreover, the omission is easily made good, for it 
so happens that the earlier periods are those most fully dealt with in 
such works as have already appeared on the subject. For the period 
of antiquity we have the writings of Espinas^ and Souchon; the 
medieval and post-medieval periods, right up to the eighteenth cen- 
tury, are treated of in the works of Dubois and Rambaud; while, in 
addition to these, we have the writings of Ashley, Ingram, Hector 
Denis, Brants, and Cossa, to mention only a few. Modem theories, 
as contrasted with those of the earlier periods, have received compara- 
tively little attention. 

Not only have we been obliged to confine our attention to certain 
periods, but we have also had to restrict ourselves to certain countries. 
We would claim the indulgence of those of our readers who fed that 
French doctrines have been considered at disproportionate length, 
reminding them that we had French students chiefly in view when 
writing. Each author is at liberty to do the same for his own particu- 
lar country, and it is better so, for readers generally desire to learn 
more about those things of which they already know something. But, 
despite the prominence given to France, England and Germany were 
bound to receive considerable attention, although in the case of the 
latter country we had to make considerable omissions. With r^ard 
to the other countries, which we were too often obliged to pass by in 
silence or to mention only very casually in connexion with some theory 
or other, we are most anxious not to appear indifferent to the eminent 
services rendered by them, and especially Italy and the United States, 
to the cause of economic science, both in the past and in the present. 

^ In an article <m the teaching the history of economic doctrines (Ram de VEn» 
seignemetU, March 15, 1900) M. Deschamps dedares thatnt is unpardonaUe that we 
should be unable to znake better use of the marvellous economic teachings of which 
both ancient and medieval history are full, but he adds that *^as hur as dbe history 
the science is concemeef there is no need to go farther back than the Phynoerkts.” 

* In the new edition of M. Espinas’s work an entire volume is devoted to the study 
of economic doctrines in ancient and medieval times. 
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But, notwithstanding such restrictions, the field was still too wide, 
and we vftrt obliged to focus attention on die minimum number 
names and ideas, with a view to placing them in a better light. Our 
ambition has been, not to write as full or detailed a history as we 
possibly could, but merely to draw a series of pictures portraying the 
more prominent features of some of the more distinct epochs in the 
history of economic doctrines. 

Such choice must necessarily be somewhat arbitrary, for it is not 
always an easy matter to fix upon the best representative of each doc- 
trine. Especially is this the case in a science like economics, where the 
writers, unknown to one another, not infrequendy repeat the same 
ideas, and it becomes a matter -of some difficulty to decide the claim 
to priority. But although it may be difficult to hit upon the exact 
moment at which a certain idea first made its appearance, it is com- 
paratively easy to determine when such an idea attracted general 
attention or took its place in the hierarchy of accepted or scarcely 
disputed truths. This has been our criterion. With regard to those 
whose names do not figure in our list, although quite worthy of a 
place in the firont rank, we cannot believe that they will suffer much 
through this temporary eclipse, especially in view of the partiality of 
the age for the pioneers. ITiat we are not unduly optimistic in this 
matter may be inferred fix>m the numerous attempts recendy made to 
discover the poeU minores of the sdence, and to make amends for the 
scant justice done them by the more biased historians of the past. 

Not only was selection necessary in the case of authors, but a similar 
procedure had to be applied to the doctrines. It must be realized, 
however, that a selection of this character docs not warrant the con- 
dution that the doctrines dealt with are in any way superior to those 
which are not induded, either &om the standpoint of moral value, of 
social utility, or of abstract truth, for we are not of the number who 
think with J. B. Say that the history of error can serve no useful pur- 
pose.^ We would rather associate ourselves with CondiUac when he 
remarks: “ It is essential that every one who wishes to make some pro-, 
gress in the search for truth should know ^mething of the mistakes 
committed by people like himself who thoi^ht they were extending the 
boondariesof knowledge.” The study of error would be thoroughly well 

^ *‘What useful purpose can be served by the study of absurd opinions and doctrines 
that have long ago been exploded, and deserved to be? It is mere useless pedantry 
to attempt to revive them. The more perfect a science becomes the shorter becomes 
its history. Alembert truly remarks that the more li^t we have on smy subject die 
less need is there to occupy ourselves with the false or doubtful opinions to which it 
may have g^ven rise. Our duty with regard to errors is not to revive them, but simply 
to ^)tget Acm.” {TraUi praHqut, V<d. II, p. 540.) 
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justified even though the result were simply a healthy delefmmath>n to 
avoid it in fuUurc. It would be even more so if Harbert Spencer’s vorskm 
of the saying of Shakespeare, that there is no species of error widmut 
some germ of truth in it, should prove correct. One cannot, moreover, 
be said to posseb a knowledge of any doctrine or to understand it imtU 
one knows something of its history, and of the pitfidls that lay in ttkc 
path of those who first formulated it. A truth received as if it has fallen 
from the sky, without any knowledge of the efforts whereby it has been 
acquired, is like an ingot of gold got without toil — of little profit. 

Moreover, it is to be remembered that this book is intended pri- 
marily for students, and that it may be useful to show them in what 
respects certain doctrines are open to criticism, either from the point 
of view of logic or of observation. We have attempted to confine such 
criticism within the strictest limits, partly because we did not wish the 
volume to become too bulky, and partly because we felt diat what is 
important for our readers are not our own opinions, but the opinions 
of the masters of the science with which we deal. Wherever possible 
these have been given the opportunity of speaking for themselves, and 
for this reason we have not been afraid to multiply quotations. 

A special effort has been made to bring into prominence such doc- 
trines — ^whether true or false — as have contributed to the formation 
ideas generally accepted at the present time, or such as are connected 
with these in the line of direct descent. In other words, the book is an 
attempt to give an answer to the following question^: Who is responsible 
for formulating those principles that constitute the firamework — 
whether provisionary or definitive it is not fin* us to determine — oi 
economics as at present taught? At what period were these principles 
first enunciated, and what were the circumstances which accoimted 
for their enunciation just at that period? Thus we have thought it not 
altogether out of place to pay * some attention to those ideas which, 
although only on the borderland of economics, have exercised con- ^ 
siderable influence either uik>n theory itself, upon legislation, or upon 
economic thought in general. We refer to such movements as C3hristian 
Socialism, Solidaiism, and Anarchism. Had we conridered it advisable 
to retain the official title by which this kind of work is generally known, 
we should have had to describe it as ii Histoty of the Origin and Rfolution 
of Conkmporary Economic Doctrines. 

The plan of a history of this kind was a matter that called fi>r some 
amount ddiberation. It was felt that, being a history, fidrly dose 
correspondents with the chronological ordar was required, which 
meant either taking a note of every individual doctrine, or breaking vijn 
the work into as many distinct histories as there are separate schools^ . 
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The formtt* procedure would necessitate giving a review of a great 
number of doctrines in a single chapter, which could only have the 
effect of leaving a very confused impression upon the reader’s mind. 
The alternative proposal is open to the objection that, instead of giving 
us a general outline, it merely treats us to a series of monographs, which 
prevents our realizing the nature of that fundamental unity that in all 
periods of history binds every doctrine together, similar and dissimilar 
alike. We have attempted to avoid the inconveniences and to gain some- 
thing of the advantages offered by these alternative methods by group- 
ing the doctrines into families according to their descent, and presenting 
them in their chronological order. This does not mesm that we have 
classified them according to the date of their earliest appearance; it 
simply means that we have taken account of such doctrines as have 
reached a certain degree of maturity. There is always some culminat- 
ing-point in the history of every doctrine, and in deciding to devote 
a separate chapter to some special doctrine we have always had such a 
climacteric in mind. Nor have we scrupled to abandon the chrono- 
logical order when the exigencies of the exposition seemed to demand it. 

Hie first epoch comprises the end of the eighteenth and the begin- 
ning of the nineteenth centuries. . It deals mainly with the founders 
of Qasacal political economy, with the Physiocrats, Smith and Say, 
and with Malthus and Ricardo, the two writers whose gloomy foro> 
bodings were to cloud the glory of the “natural order.” 

The second epoch covers the first half of the nineteenth century. The 
“adversaries” include all those .writers who either challenged or in 
some way disputed the principles which had been laid down by their 
predecessors. To these writers five chapters are devoted, dealing re- 
spectively with Sismondi, Saint-Simon, the Associative Socialists, List, 
and Proudhon. 

A third epoch deals with the middle of the nineteenth century and 
the triumph of the Liberal school, which had hitherto withstood every 
attack, though not without making some concessions. It so happened 
that the fundamental doctrines of this school were definitely formu- 
la^ about the same time, though in a very different fashion, of 
coufse, in the Principles of Stuart Mill in England and the Hamumies 
of &tttiat in France. 

Hie second half of the nineteenth century constitutes a fourth 
period. Those who dissented from the Liberalism of the previous 
epodh are reqionsible for the schisms that began to manifest themselves 
m feur different directions at this tin^. The Historical school advo- 
entm die employment of the inductive method, and the State Socialists 
fmsi dmda^c^anewsoci^ Majidmi is an attack upon jdm 
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scientific basis of the science, and Christian Socialism a challoige to 
its ethical implications. 

A fifth epoch comprises the end of the nineteenth centmy and the 
beginning of the twentieth. The heading “ Recent Doctrines ” includes 
several theories that are already well known to us, but which seem 
transfigured — or disfigured, as some would prrfer to put it — ^in their 
new surroundings. The Hedonistic doctrine and the theory of rent 
represent a kind of revision of the Classical theories. Solidarism is an 
attempt to bridge the gap that exists between individualism and 
socialism, while Anarchism can only be described as a kind of im- 
passioned Liberalism. 

This order of succession must not be taken to imply that each ante- 
cedent doctrine has either been eliminated by some subsequent doctrine 
or else incorporated in it. The rise of the Historical school in the middle 
of the nineteenth century, for example, happened to be contem- 
poraneous with the triumph of the Liberal school and the revival of 
Optimism. In a similar fashion the new Liberalism of the Austrian 
school was coincident with the advent of State intervention and the 
rise of Collectivism. 

We cannot, however, help noticing a certain rhythmical sequence 
in this evolutionary process. Thus we find the Classical doctrine, as 
it is called, outlined in the earliest draft of the science, but disappear- 
ing under the stress of more or less socialistic doctrines, to reappear in 
a new guise later on. There is no necessity for regarding this as a 
mere ebb and fiow such as distii^uishes the fortimes political parties 
under a parliamentary regime. Such alternation in the hist<Hy of a 
doctrine has its explanation not so much in the character of the doctrine 
itself as in the favoiur of public opinion, which varies with the fickleness 
of the winds of heaven. 

But doctrines and systems have a vitality of their own which is 
altogether independent of the vagaries of fa^on. It were bettor to 
regard their history, like all histories of ideas, as a kind of struggle for 
existence. At one moment conflicting doctrines seem to dwell in har- 
mony side by side, content to divide the empire of knowledge between 
them. Another moment witnesses them rushing at each other with 
tumultuous energy. It may happen that in the course of the struggle 
some ol the <k>ctrines are worsted and disappear altc^ther. But more 
often than not their conflicting interests are reconciled and the enmity 
is lost in the unity of a higher synthesis. And so it may happen that a 
doctrine winch everybody thoii^ht was quite dead may rise with 
greater vigour than ever. ^ ^ 

The bibliography the subject is colossal. In addidon to the general 
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histories, which are already plentiful, the chapters devoted to the 
nit^t in every treatise (nx political eccmomy, and the numerous 
artides which have appeared in various reviews, there is scarcely an 
autiior, however obscure, who is not the subject of a biography. To 
have attempted to oiumerate all these works would merely have meant 
inaeasing the bulk of the book without being able to pretend that our 
Ikt was exhaustive. It is s(^dy necessary to add that this meant 
that we had to confine oursdves to the work done by the ‘heroa’ of 
this volume. Their commentators and critics rnily came in for our 
attention when we had to borrow either an expression or an idea 
directly fiom them or when we felt it necessary that the reader should 
fill up the gaps left by our aq>osition. This accounts for the number 
of names which had to be rdegated to the footnotes. But such deli* 
berate excision must not |Hevent our rerognizing at the outset the 
debt that we owe to the many writers who have traversed the ground 
bdtNe us. They have facilitated our task and have a perfect right to 
r^;ard themsdves as our collaborators. We fed certain that they will 
find that their labours have not been ignored or forgotten. 

Although this book, so far as the general task of preparation and re* 
vision is concomed, must be regarded as the result of a collective effort 
on the part o[ the two authors whose names are subjoined, the actual 
wcsk of composition was undertaken by each writer separatdy. The 
Contents will suifidently indicate the nature of this division of labour. 

The authors refuse to believe that collaboration in the production 
of a sdentific history of ideas need imply absolute agreement on every 
question that comes up for consideration. Especially is this the case 
with the doctrines of political and social economy outlined herein; 
each of the authcus has retained the fullest right of independont 
juc^ent on all these matters. Consequently any undue reserve or 
any extravagant entiiusiasm shown fcxr some of these doctrines must 
be taken as an expression of the personal predilection of the rignatcny 
of tiie particular artide. 

Paris 
1909 


CHARLES GIDE 
CHARLES RIST 
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Book I: The Founders 


CHAPTER I: THE PHYSIOCRATS 

Political economy as the name of a special science is tl^ invention 
of one Antoine dc Montchr^tien, who first employed the term about 
the beginning of the seventeenth century. Not until the middle of the 
eighteenth century, however, does the connotation of the word in any 
way approach to modem usage. A perusal of the article on Political 
Economy which appeared in the Grande Ent^lopddie of 1755 will help 
us to appreciate the difference. That article was contributed by no 
less a person than Jean Jacques Rousseau, but its medley of politics 
and economics seems utterly strange to us. Nowadays it is customary 
to regard the adjective ‘political’ as unnecessary, and an attempt is 
made to dispense with it by employing the terms ‘economic science’ 
or ‘social economics,’ but this article clearly proves that it was not 
always devoid of significance. It also reveals the interesting fact that 
the science has always been chiefly concerned with the business side 
of the State, especially with the material welfare of the citizens — ^“with 
the fowl in the pot,” as Henry IV put it. Even Smith never succeeded 
in getting quite beyond this point of view, for he declares that “the 
object of the political economy of every nation is to increase the riches 
and the power of that country.”^ 

But the counsels given and the recipes offered for attaining the 
desired end were as diverse as they were uncertain. One school, known 
as the Mercantilist, believed that a State, like an individual, must 
secure the maximum of silver and gold before it could become wealthy. 
Happy indeed was a country like Spain that had discovered a Peru, 
or Holland, which, in default of mines, could procure gold firom the 
foreigner in exchai^ for its spices. Foreign trade really ^semed a 
quite inexhaustible mine. Other writers, who were socialists in fact 
though not in name — ^for that term is of later invoition — thought 
that happiness could only be found in a m<m equal distribution 
wealth, in the abolition or limitation of the rights of private property, 
or in the cation of a new society on the basis of a new social contract 
— ^in diort, in the foundation <£ the Utc^ian commonwealth. 

It was at dns juncture that Qpesnay aiq>eared. Qaesnay was a 
« ^ WetM rf J^aHtms (C!aniian*8 editkm), VoL I, p. 351. 

ai 
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doctor by profession, who now, when on the vci|;c of old age, had 
turned his attention to the study of ‘rural economy* — ^the problem of 
the land and the means of subsistence.^ Boldly declaring that the 
solution of the problem had always lain ready to hand, needing 
neither inventing nor discovering, he further maintained that all social 
rdations into which men enter, far from being haphazard, are, on the 
contrary, admirably regulated and controlled. To those who took the 
trouble to think, the laws governing human associations seemed almost 
self-evident, and the difficulties they involved no greater than the diffi- 
culties presented by the laws of geometry. So admirable were these 
laws in every respect that once they were thoroughly known they were 
certain to command allegiance. Dupont de Nemours cannot be smd 
to have exs^erated when, in referring to this doctrine, he spoke of it 
as “very novel indeed.’** 

It is not too much to say that this marks the beginning of a new 
science — ^the science of Political Economy. The age of forerunners is 
past. Quesnay and his disciples must be considered the real founders 
of the science. It is true that their direct descendants, the French 
ecemomists, very inconsidorately allowed the title to pass to Adam 
Smith, but foreign economists have again restored it to France, to 
remain in all probability definitely hers. But, as is the case with most 
sciences, there is not very much to mark the date of its birth or to 
determine the stock from which it sprang; all that we can confidently 
say is that the Physiocrats were certainly the first to grasp the con- 
ception of a unified science of society. In other words, they were the 
6rst to redize that all social facts arc linked together in the bonds of 
inevitable laws, which individuals and Governments would obey if 
they were once made known to them. It may, of course, be pointed 
out that such a providential conception of economic laws has little in 
common with the ordinary naturalistic or deterministic standpoint of 
the science, and that several of the generalizations are dmply the 
product of their own imaginations. It must also be admitted that 
Smith had far greater powers of observation, as well as a superior gift 
of ludd eai^KMsition, and altogether made a more notable contributiem 
to die science. StiU, it was the Physiocrats who constructed the way 
ahmg which Smith and the writers't^ the hundred years which follow 
have all marched. Moreover, we know that but for the death of 

* fh^iestuiT’i iist economic artides, writtoi for Grande En^d<^Ui were on Le$ 
Grmm and Fmuers, 

*ProfeMor Weetfot Denis, spealcing of the Physiocrattc docuine, remarks that its 
iis^ii^^Bctions are easily demonstrated, but that we sddom recogniace its inomiparaUe 
gr^msess. 
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Qiesnay in i774~two years before the publication of the WmWi of 
would have dedicated his masterpiece to him. 

The Physiocrats must also be credited with the foundation of the 
earliest ^school’ of economists in the fullest sense of the term. The 
entrance this small group of men into the arena of history is a moist 
touching and significant spectacle. So complete was the unanimity of 
doctrine among them that their very names and even their personal 
characteristics are for ever enshrouded by the anonyznity of a collective 
name.^ 

Their publications follow each other pretty closely for a period of 
twenty years, firom 1756 to 1778.* 

^ “The genuine economists are easily depicted. In Dr Quesnay they have a com^ 
mon master; a common doctrine in the PhUosophie rttrale and the Analyse icmomiqve. 
Their classical literature is summed up in the generic term Physiocracy. In the 
Tableau iconarmque they possess a formula with technical terms as precise as old Obinese 
characters.** llus de^tion of the Physiocrats, given by one of themselves, the Abb^ 
Bandeau (EphSmlrides, April 1776) — ^writing, we may be sure, in no malicious spirit 
<-shows us that the school possessed not a little of the dogmatism of the Chinee. 

• The first not only in chronolc^cal order but the chief rccogoizcd by all was 
Dr Quesnay (1694-1774), the physician of Louis XV and of Mme de Pompadour. 
He had already published numerous works on medicine, especially die Essai physique 
sur VEconomie ammale (1736), before turning his attention to economic questkms, and 
more especially to problems of *rural economy.’ His first contributions, the essays 
cm Les ^ains and Les Femiers, whicJi appeared in the Grande Emydopidie in 1756 and 
1757> followed by his famous Tabl^ iconomique in 1758, when he was sixty-four 
years of age, and in 1760 by his Maxmes ginirales du Gauvemement iemmique d*un 
Rayaam agneoUt which is merdy a development of the preceding work. 

His writings were not numerous, but his influence, like that of Socrates, disseminated 
as it was by his disciples, became very considerable. 

The best edition of his works is that pul^ished by Professor Oncken of Berne, 
GSuvres konondques et phiksophiques de F. Qytesney (Paris and Frankfort, 1888). Our 
quotations fix»m the founders are taken from the ColUcHon des principawc dcmiomistes, 
published by Daire. 

The Marquis de Mirabeau, father of the great orator of the Revolution, a man 
a fiery temperament like his son, published at about the same date as the productum 
of the Tableau his VAmi des hommes. This book, which created a great sensation, does 
not strictly belcmg to Physiocradc literature, for it ignores the frmdamental doctrine 
of the school. La ThSoru de Vimpdt (1760) and La PhUosophie rurale (1763), cm the other 
hand, owe their in^iration to Physiocracy. 

Mercier de la j^vide, a parliamentary advocate, published VOrdre naturel ei 
essesUiel des Socidtds poliHques in 1 767. Dupont de Nemours refers to this as a “sublime 
work,** and thou^ it does not, perhaps, deserve that epidiet it cemtains, nevarfrieless, 
the ccxle of the Hbysiocratic dcx:trine. 

Dupont de Nemours, as he is called s^r his native town, published about the same 
time, 1768, vfhen he was <mly twenty«mne, a hook entided PlymcratUf qu CmUiutm 
essenHeUi du Gmwemement le plus aoantag^ au Genre humam. To him we owe the tmn 
frmn which the school took its name— Physiocracy, which signifies *the rule c^ nature.* 
But the dmignatson *Phyriocrats* was unfortunate and was almost immediately 
abandoned for * Economists/ Qpesnay and his discipks were the first *£conomists#^ 
li was only much later, when the name ‘Economist* became generic and uadess as a 
distinettve mark lor a special schoQ|» ^at writers maefe a practice of reverting to the 
edder term ‘Physteat.* 
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Tui^t WBS the only literary person among them, but like his 
an^kes he was devoid of wit, thoi:^h die age was noted for its humorists. 
On the whole they were a sad and solemn sect, and their curious 
habit of in^ting upon logical consistency — ^as if they were the sole 
dqiositaries of eternal truth — ^must often have been very tiresome. 
They soon fell an easy prey to the caustic sarcasm of Voltaire.^ But 
despite ail this they enjoyed a great reputation among their more 
enunent contemporaries. Statesmen, ambassadors, and a whole 
galaxy of royal personages, including the Margrave of Baden, who 
attempted to apply their doctrines in his own realm, the Grand Duke 


An enthusiastic disciple of Quesnay, Dupont’s rdle was chiafly that of a propagandist 
of Physiocradc doctrines, and he made little original contribution to the science. At 
an early date, mcwreover, the great political events in which he took an acdve part 
proved a distraction. He survived all his colleagues, and was the only one of them 
who lived long enough to witness the Revolution, in which he played a prominent 
part. He successively became a deputy in the Tiers fitat, a president of the Consti- 
tu^t Asscmldy, and later on, under the Directoire, l^^ident du Gonseil des Anciens. 
He even assisted in the restoration of the Empire, and political economy was first 
honoured at the hands of the Insdtut when he became a member of that body. 

In 1777 Le Trosne, an advocate at the Court of Orleans, published a book entitled 
Ek Vln^H social, par rapport ^ la Valatr, d la Circulation, d ^Industrie et au Commerce, 
which is perhaps the best or at least the most strictly economic of all. Mention must 
also be made of the Abb^ Baudeau, who has no less than eighty volumes to his credit, 
chkfiy dealing with tl^ com trade, but whose principal woric is V Introduction d la 
PhUasophie iconamique (1771); and of the Abbe Roubaud, afierwards Margrave of 
Baden, who had Ae advantage of being not merely a writer but a prince, and who 
carried out some Physiocradc experiments in some of the villages of his small princi- 
pality. 

We have not yet mentioned the most illustrious member of the school, both in 
respect of his talent and his posidem, namely, Turgot (1727-81). His name is generally 
coi4>led with that of the Physiocrats, and this classification is sufficiently justified by 
the similarity of their ideas. Still, as we shall see, in many respects he stands by him- 
sdf, and bears a close resemblance to Adam Smith. Moreover, he commenced writing 
bef4m the Physiocrats. His essay on paper money dates from 1 748, when he was only 
twenty-one years of age, but hb mnst important work, Reflexions star la formation et la 
distrUnstion des ridtesses, belongs to 1766. As the Intendant of Limoges and again as a 
mimster of Loub XVI he possessed the necessary authority to enable him to realize 
hb ideas of economic liberty, which he did by hb famous edicts abolishing taxes upon 
com lousing from one province to anotiier, and by the abolition of the rights of 
wardenship and privilege. 

Unlike the otl^ Physiocrats, who swore only by Dr Quesnay, Turgot owed a gr^t 
deal to a prominent business man, Vincent de Goumay, who at a later date became 
the Intendant Ckmunerce. Goumay died^in 1759, at the early age of forty-seven. 
CX Goumay know next to nothing beycaid what Turgot says of him in hb eulogy 
(sec Sdbelle, Vincent de Gowrru^, 1897). 

M^gre^ffy. Books dealing witii the Physiocratic system, both in French and other 
languageg* ^ ikiriy numerous. A very ^tailed aemunt of these may be finmd in 
WeiiexBse*k wmk Le Mauoenmt pf^sioaradqw en Ftmce de tygS d tyyo, pulffished In 
1910, which also ermtnim a very complete exposition of the Phyriocratic doctrine. In 
thene^ a suednet account €£ the eyntim in Higgs’s Pfytkcrais (1897). 

^ Especially in the celelnated pamphlet V Homme awe quarante kus. 
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Leopold of Tuscany, the Emperor Joseph II of Austria, Cadterine, 
the i^unous Empress df Russia, Stanislaus, King of Poland, and 
Gustavus III of Sweden, were numbered among their auditors. Lastly, 
and most unexpectedly of all, they were well received by the Goiut 
ladies at Versailles. In a word, Physiocracy became the rage. All this 
may seem strange to us, but there are several considerations which 
may well be kept in view. The society of the period, rqffind and licen- 
tious as it was, took the same delight in the ^ rural economy’ of the 
Physiocrats as it did in the pastorals of Trianon or Watteau. Perhaps 
it gleaned some comfort from the thought of an imchangeable ‘‘ natural 
order,” just when the political and social edifice was giving way 
beneath its feet. It may be that its curiosity was roused by that terse 
saying which Quesnay wrote at the head of the Tableau icommiquex 
“Pauvres paysans, pauvre royaume! Pauvre royaume, pauvre roi!” 
or that it felt in those words the sough of a new breeze, not very 
threatening as yet, but a forerunner of the coming storm. 

An examination of the doctrine, or the essential principles, as they 
called them, must precede a consideration of the system or the proposed 
application of those principles. 


I 

I: THE NATURAL ORDER 

The essence of the Physiocratic system lay in their conception of the 
‘natural order.* UOrdre naturel et essentiel des SocUtis politiques is the 
title of Mercier de la Rivi^e’s book, and Dupont de Nemours defined 
Physiocracy as “the science of the natural order.” 

What are we to understand by these terms? 

It is hardly necessary to say that the term ‘natural order’ is meant 
to emphasize the contrast between it and the artificial social mder 
volimtarily created upon the basis of a social contract.^ But a purdy 
native definition is open to many different interpretations. 

^ J. J. Rousseau, the auth<»: of the Contrat Social (1762), was a contemporary of the 
Physiocrats, but he never became a member of the schooL Mirabeau*s attempt to 
win his allegiance proved a fiulure. The ^natural order’ and the ^social contract’ 
seem incompatible, for the natural and spontaneous can never be the sul^t of 
contract. One might even be tempted to think that Rousseau’s celdt>rated theory 
was formulated in exposition to Physiocracy, unless we remembered that tbw social^ 
contract theory is edder than Rousseau’s work. Traces of the same idea may 
be found in many wiitings, especially those injured by Calvinism. To Rousseau the 
social question seemed to be a kind of mathematical problem, and any proposed 
solution must satisfy certain cmnplicated ccmdttions, which are Simulated tiim: 
^‘To find a form of association which wi^ the whole common ibree thepersdn 
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In the first jdace, this ‘natural order’ xnay be conceived as a state 
erf nature in opporition to a civilized state r^arded as an artificial 
creation. To discover what such a ‘natural order’ really was like man 
must have recourse to his origins. 

QpotatKHis firom the Physiocrats in support erf this view m^ht 
easily be cited.^ This interpretation has the further distinction of 
bdr^ in accord with the spirit of the age. The worship of the ‘noble 
savage’ was a feature of the end of the dghteenth century. It per- 
vades the literature of the period, and the cult which began with the 
tales of Voltaire, IMderot, and Marmontel reappears in the anarchist 
writers of to-day. As an interpretation of the Physiocratic position, 
however, it must be unhesitatingly rejected, for no one bore less 


and propertyr of each associate, and in virtue 6f which every one, while uniting 
himself to all, obeys only himself and remains as free as before.’* Nothing could well 
be further from the Physiocratic view. Their belief was that there was nothing to 
find and nothing to create. The ‘natural order* was self-evident. 

It is true that Rousseau was an equally enthusiastic believer in a natural order, in 
die voice of nature, and in the native kindness of mankind. “The eternal laws of 
nature and order have a real existence. For the wise they serve as positive laws, and 
they are engraved on the innermost tablets of the heart by both conscience and 
reason.’’ (Emile, Book V.) The language is identical with ^at of the Physiocrats. 
But there is this great difference. Rousseau thought that the state of nature had been 
denaturalized by social and especially by political institutions, including, of course, 
private property; and his chief desire was to give back to the people the equivalent 
o€ what they had lost. The ‘social contract’ is just an attempt to secure t^. The 
niysiocrats, on the other hand, regarded the institution of private property as the 
perfect bkxnn of the ‘natural order.* Its beauty has perhaps suffered at the hands of 
turbulent Governments, but let Governments be removed and the ‘natural order* 
win at once resume its usual course. 

There is also this other prime difference. The Physiocrats regarded interest and 
duty as one and the same thing, for by following his ovm interest the individual is 
also furthering the good of everybody else. To Rousseau they seemed antagonistic: 
the former must be overemne by the latter. “Personal interest is always in inverse 
ratio to duty, and becomes greater the narrower the association, and the less sacred.’’ 
(CMrat Sodd, II, chapter in.) In other words, family ties and co-operative assodm- 
turns are stronger than patriotism. 

^ “There is a natural society whose existence is prior to every other human assoda- 
tum. , . . These self-evident principles, which might form the foundation of a perfect 
consdtution, are also sdf*revealii^. They are evident not only to the well-informed 
student, but also to the simple savage as he issues firom the lap of nature.” (Dupont, 
VoL I, p. 341.) Some Physiocrats even seem indined to the belief that this ‘natural 
mder’ has actually existed in the past and that men lost it through thehr own remiss* 
neH. Dupont de Nemours mournfully asks: “How have the people fallen firom that 
state of feHdty in whidi they lived in those far-off, happy days? How is it that they 
foiled to appreciate dm natiural order?” But even when inteipreted In diis faddon 
it hMd no reamblance to a savage state. It must rather be identified with the Golcfon 
Age of the undents m the Eden trfHoly Scr^ture. It is a lost Paradise which we must 
se^ toregaln. 

Tile vi^ Is not p^odiar to the Physiocrats, but it is interestmg to note how un- 
diey were vdfh the idea of evriutsomury progress. 
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resemblance to a savage than a Physiocrat. They all of them 
hi^y reiq>ectable lives m magistrates, miendantSt priests, and royal 
physicians, and were completely captivated by ideas c£ orderliness, 
authority, sovereignty, and property — ^none of them conceptions com* 
padble with a savage state. “Property, security, and liberty cemsti* 
tute the whole of the social order.**^ They never acquiesced in the 
view that mankind suffered loss in passing from the state of nature 
into the social state; neither did they hold to Rousseau’s belief that 
there was greater freedom in the natural state, although its dangers 
were such that men were willing to sacrifice something in order to be 
rid of them, but that nevertheless in entering upon the new state 
something had been lost which could never be recovered.* All this 
was a mere illusion in the opinion of the Physiocrats. Nothing was 
lost, everything was to be gained, by passing firom a state of nature 
into the civilized state. 

In the second place, the term ^natural order’ might be taken to 
mean that human societies are subject to natural laws such as govern 
the physical world or exercise sway over animal or organic life. From 
this standpoint the Physiocrats must be regarded as the forerunners of 
the organic sociologists. Such interpretation seems highly probable 
because Dr Quesnay, through his study of “animal economy” (the 
title of one of his works) and the circulation of the .blood, was already 
familiar with these ideas. Social and animal economy, both, mi^ht 
well have appeared to him in much the same light as branches of 
physiology. From physiology to Physiocracy was not a very great 
step. At any rate, die Physiocrats succeeded in giving {nxtminenoe to 
the idea of the interdependence of all social classes and of their final 
dependence upon nature. And this we might almost say was a change 
tantamount to a transformation from a moral to a natural science.* 

^ Merder dc la Riviirc, Vol. II, p. 615. “Natural right is indetenninate in a state 
of nature [note the paradox]. The right only appears when justice and labour have 
bcai established.*' (Quesnay, p. 43.) 

* “By entering society and making conventions for their mutual advantage men 
increase the scope of natural right without incurring any restriction of their liberties, 
for this is just the state of things that enlightened reason wcmld have chosen.’* 
(Qjiesnay, pp. 43, 44.) 

* Pursuing this same idea, Dupont writes as follows: “It is thirteen years rince a 
man of exceptional genius, well versed in profound disquisition, and alieady known 
for his success in an art where complete mastery only comes with careful obosrvation 
and complete sulanksion to the laws of nature, predicted that natural laws extended 
far beyemd foe bounds hitherto ass^ed to fom. If nature gives to foe bee, foe ant, 
mr foe beaver the power of submitting by common consent for their own merest 
to a good, stable, amd ecftiable form of government, it can hardly rehise man the power 
of raising himself to foe enjo^ent of foe same advantages. Convinced of foe im« 
portance of this view, and at foe important consequences foat might follow Bom it, 
he iq^iliad hk whede intellecfoal strength to an inves%ajtkm of foe physical laws 
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Even this ciqplanation seems to its insufficient. Dupont^ in the words 
which we have quoted in the footnote at p. 27, se«ns to imply that the 
laws of the beehive and the ant-hill are imposed by common consent 
and for mutual benefit. Animal society, so it seemed to him, was 
founded upon social contract. But such a conception of ‘law’ is very 
for removed firom the one usually adopted by the natural sciences, by 
physicians and biologists, say. And, as a matter of fact, the Physiocrats 
were anything but determinists. They neither believed that the 
‘natural order’ imposed itself like gravitation nor imagined that it 
could ever be realized in human society as it is in the hive or the ant- 
hill. They saw that the latter were well-ordered communities, while 
human society at its present state is disordered, because man is free 
whereas the animal is not. 

What are we to make of this ‘natural order,’ then? The ‘natural 
order,’ so the Physiocrats maintained, is the order which God has 
ordained for the happiness of mankind. It is the providential order.^ 
To imderstand it is our first duty — ^to bring our lives into conformity 
with it is our next. 

But can a knowledge of the ‘order’ ever be acquired by men? To 
this they reply that the distinctive mark of this ‘order’ is its obvious- 
ness. This word occurs on almost every page they wrote.? Still, the 
self-evident must in some way be apprehended. The most brilliant 
light can be seen only by the eye. By what organ can this be sensed? 
By instinct, by conscience, or by reason? Will a divine voice by means 
of a supernatural revelation show us the way of truth, or will it be 
Nature’s hand that shall lead us in the blessed path? The Physiocrats 
seem to have ignored this question, for 'every one of them indifferently 
gives his own answer, r^;ardl^ of the fact that it may contradict 
another’s. Mercier de la Riviire recalls the saying of St John concem- 

which govern society.” Elscwfaere he adds; “ The natural order is merely the physical 
constitution which God Himself has given the universe.” (Introduction to Qpesnay’s 
works, p. 21.) 

Hector Denis in his Histom 4es Doctrims expresses the belief that the most duuac- 
toristic feature of the Physiocratic syst^ is the emphasis laid upon a naturalistic con- 
c^don of society. He illustratos this by means of diagrams showing the identity of 
die drcidation of wealth and the circulation of the blood. 

^ “Its laws are krevocabk, pertaining as they do to the essence of matter and die 
soul of humanity. They are just the expression of the will of God. ... All our 
Interests, all our wishes, are focused at one point, making for harmony and universal 
h9ppmim. We must r^;ard this as the Work of a kind Providence, which desires that 
ear^ should be peopled by ha^^ human beings.” (Mercier de la Uhnibre, 
Vd. I, p. $90; Vd. II, p. 6g8.) 

* “Iheie is a natural judge of all ordnances, even of the sovereign’s. This judge, 
vdiidi recognizes no eimeptions, Is just the evidence of thdr cc^nnity with or 
o^ooidmsto iiaim»l laws.” (Diqpont^ VoL X, p. 746.) 
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ing the Light which lighteth every man that cometh into the world/’ 
This may be taken to be an internal light s^t by God in the heart of 
every man to enable him to choose his path. Quesnay, so Dupont 
affirms, /‘must have seen that maif had only to examine himself to 
find within him an inarticulate conception of these laws. In c^er 
words, introspection clearly shows that men are unwittingly guided by 
an ‘inherent’ knowledge of Physiocracy.”^ But, after all, it seems 
that this intuitive perception is insufficient to reveal the full glory of 
the order. For Quesnay declared that a knowledge of its laws must 
be enforced upon men, and this afforded a raison d*Stre for an educa- 
tional system which was to be under the direct control of the Govern- 
ment. 

To sum up, we may say that the ‘natural order’ was that order 
which seemed obviously the best, not to any individual whomsoever, 
but to rational, cultured, liberal-minded men like the Physiocrats. It 
was not the product of the observation of external facts; it was the 
revelation of a principle within. And this is one reason why the 
Physiocrats showed such respect for property and authority. It 
seemed to them that this formed the very basis of the ‘natural order.’ 

It was just because the ‘natural order’ was ‘supernatural,’ and so 
raised above the contingencies of everyday life, that it seemed to them 
to be endowecLwith all the grandeur of the geometrical order, with its 
double attributes of universality and immutability. It remained the 
same for all times, and for all men. Its fiat was “unique, eternal, in- 
variable, and universal.” Divine in its origin, it was universal in its 
scope, and its praises were sung in litanies that might rival the Ave 
Maria,^ Speaking of its universality, Turgot writes as follows: “Who- 
ever is unable to overlook the accidental separation of political states 
one from another, or to forget their diverse institutions, will never 
trcdt a question of political economy satisfactorily.”* Referring to its 
immutability, he adds: “ It is not enough to know wffiat is or what h^ 
been; we must also know what ought to be. The rights of man are not 
founded upon history: they are rooted in his nature.” 

It looked as if this dognaatic optimism would dominate the whole 
Classical school, especially the French writers, and that natural law 
would usurp the functions of Providence. To-day it is everywhere 
discredited, but when it first loomed above the horizon its splendour 
dazzled all eyes. Hence the many laudatory remarks, which to us 
seem hyperbolical, if not actually ridiculous.^ But it was no small 

^ Dupont, introductkm to Qpesnay’s works, VoL I, pp. 19 and 26. 

* Baudeau, Vol. I, p. 820. * Letter to Mile Le^inaase {1770).^ 

See some zemarla on the TMau kommi^ on p, 37. 

B 
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thing to found a new science, to set up a new sum and a fresh ideal, 
to lay down the framework whidi others were to fill in. 

It was the practical results, however, that revealed the full powers 
of the ‘natur^ order.’ It so happened that the mass of regulations 
which constituted the old regime fell to the ground before its on- 
slaughts almost immediately, and it all came about in this fashion. 

Knowledge of the ‘natural order’ was not sufficient. Daily life 
mr^st also conform to the knowledge. Nothing, could be easier than 
this, for “if the order really were the most advantageous”^ every man 
could be trusted to find out for himself the best way of attaining it 
without coercion of any kind.® 

This psychological balance which every individual was supposed to 
carry within himself, and which, as the basis of the Neo-Classical 
school, is known as the Hedonistic principle, is admirably described 
by Qjaesnay.* “To secure the greatest amount of pleasure with the 
least possible outlay should be the aim of all economic effort.” And 
this was what the ‘order’ aimed at. “When every one does this the 
natural order, instead of being endangered, will be all the better 
assured.” It is of the very essence of that order that the particular 
interest of the individual can never be separated from the common 
interest of all, but this happens only under a free system. “The move- 
ments qf society are spontaneous and not artificial, and the desire for 
joy which manifests itself in all its activities unwittingly drives it 
towards the realization of the ideal type of State.”^ This is laissez-faire 
pure and simple.® 

These fiimous formidae have been so often repeated and criticized 
since that they appear somewhat trite to-day. But it is certain that 

^ Baudeau, £phdmMdes du cUoyen, 

• “The laws of the natural order do not in any way restrain the liberty of mankind, 
Ibr the great advantage which they possess is that they make for greater liberty.” 

, (Qpesnay, Dro^ naturel, p. 55.) And Mercier de la Riviere says (Vol. II, p. 617): 

‘^The institution of private property and of liberty would secure perfect order without 
the help of any other law.” 

* Dialogues star Us Artisans, 

^ Mercier de la Kivi^, Vol. II, p. 617, 

•The origin of the famous formula is uncertain. Several of the Physiocrats, 
especially Mirabeau and Mercier de la Riviere, assign it to Vincent de Goumay, but 
Turgot, the friend and biographer of Vincent de Goumay, attributes it, under a 
^^ig^tly different form, laissez^nm fam, to Le Gendre, a merchant who was a con- 
temporary of Colbert Oncken diinb that the credit must go to the Marquis 
d^Argenson, who employed the term in his Mimoires as early as the year 1736. llie 
formula itself is <piite commonplace. It only became important when it was adopted 
as the motto of a famous school of thinkers, so that this kind of research has no great 
interest For a discussion of diis trivhd question, see the work of M. Schelle, Vincent 
de Gottmegt (1897), and especudly Ondeen’s Die Mweime kissezrfme et laissiK^asser 
Berne, 1886). 
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they were not so at the time. It is easy to laugh at their social 
philosophy, to mock at its naivete and nmplicity, and to show 
that such supposed harmony of interests between men does not 
exist, that the interests of individuals do not always coincide with 
those of the community, and that the private citizen is not always 
the best judge even of his own interests. It was perhaps necessary 
that the science should be bom of such extreme optimism. No science 
can be constructed without some amoimt of faith in a pre-established 
order. 

Moreover, laissez-faire does not of necessity mean that nothing will 
be done. It is not a doctrine of passivity or fatalism. There will be 
ample scope for individual effort, for it simply means leaving an open 
field and securing fair play for every one, free from all fear lest his 
own interests should injure other people’s or in any way prejudice 
those of the State. It is true that there will not be much work for the 
Government, but the task of that body will by no means be a light 
one, especially if it intends carrying out the Physiocratic programme. 
This included upholdiiig the rights of private property and individual 
liberty by removing all artificial barriers, and punishing all those who 
threatened the existence of any of these rights; while, most important 
of all, there was the duty of giving instruction in the laws of the ‘ natural 
order.’ 


II: THE NET PRODUCT 

Every social fact had a place within the ‘natural order’ of the 
Physiocrats. Such a wide generalization would have entitled them to 
be regarded as the founders of sociology rather than of economics. 
But there was included one pmely economic phenomenon which 
attracted their attention at an early stage, and so completely capti- 
vated their imaginations as to lead them on a false quest. This was 
the predominant position which land occupied as an ag^t of produc- 
tion — ^the most erroneous and at the same time the most characteristic 
doctrine in the whole Physiocratic system. 

Every productive* undertaking of necessity involves certam out- 
goings — 2i certain loss. In other words, some amount of wealth is 
destroyed in the production of new wealth — ^an amount that ought to 
be subtracted from the amount of new wealth produced. This dif- 
ference, measuring as it docs the excess of the one over the other, 
constitutes the net increase of wealth, known since the time of the 
Phytiocrats as the ‘ net product.’ 

T^ JRiysiocrats believed that this ‘net product’ was confin^ to 
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<mt class of production only, namely, agriculture. Here alone, so it 
seemed to them, the wealth produced was greater than the wealth 
consumed. Barring accidents, the labourer reaped more than he con- 
sumed, even if we included in his consumption his maintenance 
throughout a whole year, and not merely during the seasons of harvest 
and tilth. It was because agricultural production had this unique and 
marvellous power of yielding a ‘net product’ diat economy was 
possible and civilization a fact.^ It was not true of any other class of 
production, either of commerce or of transport, where it was very 
evident that man’s labour produced nothing, but merely replaced or 
transferred, the products already produced. Neither was it true of 
manufacture, where the artisan simply combined or otherwise modified 
the raw material.^ 

It is true that such transfer or accretion of matter may increase the 
value of the product, but only in proportion to the amount of wealth 
vduch had to be consumed in order to produce it; because the price 
of manual labour is always equal to the cost of the necessaries con- 
sumed by the worker. All that we have in this case, however, is a 
collection of superimposed values with some raw material thrown into 
the bargain. But, as Mercier de la Riviere put it, “addition is not 
multiplication.”® 

Consequently, industry was voted sterile. This implied no contempt 
for industry and conunerce. “Far from being useless, these are the 
arts that supply the luxuries as well as the necessaries of life, and upon 
these mankind is dependent both for its preservation and for its well- 

^ “ The prosperity of mankind is bound up with a maximum net product.” (Dupont 
dc Nemours, Origine d*tme Science nouvelle, p. 346.) 

** This physical U'udi that the earth is the source of all commodities is so very evident 
that none of us can doubt it.” (Le Trosne, Int^St social,) 

“The produce of the soil may be divided into two parts . . . what remains over is 
free and disposable, a pure gift given to the cultivator in addition to the return for 
his Outlay and the wages of his labour.” (Turgot, Reflexions.) 

* “Labour applied anywhere except to land is absolutely sterile, for man is not a 
creator.” (Le Trosne, p. 942.) 

**Raw material is transformed into beautiful and useful objects through the dili- 
gence of the artisan, but before his task begins it is necessary that others should supply 
die raw material and provide the necessary sustenance. When their part is completed 
others should recompense them and pay them for their trouble. The cultivators, on 
the other hand, produce their own raw material, whether for use or for consumption, 
aa well as everything diat is consumed by others. This is just where the difference 
between a productive and a sterile class comes in.” (Baudeau, Correspondance am 
Af. Graslin.) 

• “A weaver buys food and clothing, giving 150 francs for them, together with a 
qn^dty of Bax, fmr which he gives 50 Bancs. The cloth will be sold fm* 200 francs, a 
sum that will cover all expenditure.” (Mercier de la Riviere, Vol. II, p. 598.) 
“Industry merely superimposes value, but does not create any which did not pre- 
VlMuay adit” (JbuL)' 
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bcing.*^ They arc unproductive in the sense that they produce no 
‘extra* wealth* 

It may be pointed out, on the other hand, that the ‘gains,* both in 
industry and commerce, arc far in excess of those of agriculture. AU 
this was immaterial to the Physiocrats, for “they were gained, not 
produced.*** Such gains simply represented wealth transferred from 
the agricultural to the industrial classes.* The agricultural classes fur- 
nished the artisans not only with raw material, but also with the 
necessaries of life. The artisans were simply the domestic servants, or, 
to use Turgot’s plurase, the hirelings of the agriculturists.^ Strictly 
speaking, the latter could keep the whole net product to themselves, 
but finding it more convenient they entrust the making of their clothes, 
the erection of their houses, and the production of their implements 
to the artisans, giving them a portion of the net product as remimcra- 
tion.® It is possible, of course, that, like many servants in fine houses, 
the latter manage to make a very good living at their masters* expense. 

The ‘sterile classes’ in Physiocratic pariance simply signifies those 
who draw their incomes second-hand. The Physiocrats had the good 
sense to try to give an explanation of this unfortunate term, which 
threatened to discredit their system altogether, and which it seemed 
unfair to apply to a whole class that had done more than any other 
towards enriching the nation. 

It is a debatable point whether the Physiocrats attributed this virtue 

1 Baudeau, JSphim, IX (1770). One feels that the Physiocrats go too far when they 
say that “the merchant who sells goods may occasionally prove as useful as the 
philanthropist who gives them, because want puts a price upon the service of the one 
just as it does upon the charity of the other.” {Du Marchand dt graxns^ in the Jowmd 
di I* Agriculture, du Commerce, et des Finances, December 1773, quoted in a thesis on the 
com trade by M. Gurmond, 1900.) We must insist upon the fact that ‘unproductive* 
or ‘sterile* did not by any me^ signify ‘useless.* They saw clearly enough diat the 
labour of the weaver who makes linen out of flax or cloth out of wool is at any rate 
as useful as that of the cultivator who produced the wool and the flax, or rather that 
the latter*s toil would be perfectly useless without the industry of the former. They 
also realized that although we may say that agricultural labour is more usefld than 
fliat of the weaver or the mason, especially when the land is used for raising com, one 
caxmot say as much when that same land is employed in producing roses, or mulberry- 
trees for rearing silkworms. 

* Lc Trosne, p. 945. 

* “It seems necessary as well as simple and natural to distinguish the men who 
pay others and draw their wealth directly from nature, from the paid men, who can 
only obtain it as a reward for useful and agreeable services which they have rendered 
to the former class.” (Dupont, V<A. I, p. 142.) 

^ It is rather strange that Tuigot should have added this qualification, because he 
was more favourable to industry and less devoted to agriculture than the rest of the 
Physiocrats.' 

* “I must have a man to make my clothes, just as I mast have a doctor whose 
advice I may ask concerning my health, or a lawyer concerning my aflaizs, or a 
servant to work instead of me.** (Le Trosne, p. 949.) 
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of faryik hing a net product solely to agriculture or whethw they in- 
tended it to apply to extractive industries, such as mining and fishing. 
They seem to apply it in a general way to mines, but the references arc 
rare and not infi^quently contradictory. We can understand their 
hesitating, on the one hand, mines undoubtedly give us new wealth 
in the form of raw materials, just as the land or sea does; on the othor 
hand, the fiiuits of the earth and the treasures of the deep are not^so 
easily exhausted as mines. Turgot put it excellently when he said, 
“The land produces fruit annually, but a mine produces no fhut. 
The mine itself is the garnered fhut,” and he concludes that mines, 
like industrial undertakings, give no net product, that if anyone had 
any claim to that product it would be the owner of the soil, but that 
in any case die surplus would be almost insignificant.^ 

Hiis essential difference which the Physiocrats sought to establish 
between agricultural and industrial production was at bottom theo- 
logical. The fhiits of the earth are given by God, while the products 
of the arts are wrought by man^ who is powerless to create.** The 
reply is obvious. Gcxl would still be enreator if He decreed to give uS 
our clothes instead of our daily bread. And, although man cannot 
create matter, but rimply transform it, it is important to remember that 
the cultivation of the soil, like the fashioning of iron or wood, is mendy 
a process of transformation. They failed to grasp the truth which 
Lavoisier was to demonstrate so clearly, namely, that in nature 
nothing is ever created and nothing lost. A grain of com sown in a 
field obtains the materials for the ear from the soil and atmosphere, 
tranmiuting them to suit its own purpose, just as the baker, out of 
that same com, combined with water, salt, and yeast, will make 
bread. , 

But they were suffidendy dear-sighted to see that all natural pro- 
ducts, including even com, were influenced by the varying condition 
of the markets, and that if prices fell very low the net product disap- 
peared altogether. In view of such facts can it still be said that the 

I On dus pewt see M, Pervinqui^, ContribuHon i V£utde de la ProductiviU dans l^ 
Pfysiocratie. The indifference of the Physiocrats to mines shows a waiit of 
spirit, for even from their own point of view the quesidon was One of prime importance. 
No commodity could be produced vdthout raw material, and wealth is simply a 
collection commodities. Raw matoial is furnished by the mine as well as by the 
soil. In die history of mankind iron has played as important a part as com. A^- 
qdture itsdf is an extractive industry, where the miner — the agiiculturi8t--u8e8 plants 
k^ead of drills, and in both cases the product is exhaustible. 

* Lc Trosne, p. 942, 

**Land owes its fertility to the might the Creator, and out of His blessing tiow 
Its Inexhait^ble ridbes. This power is already there, and man simply makes use of 
U." (ilM, chapter i, sec. ii.) ' . 
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earth produces real value or that its produce differs in any essmidal 
tes^>ects from the products of industry? 

The Physiocrats possibly thought that the bon prix — the price 
which yielded a surplus over and above cost of production — ^was a 
normal effect of the ‘natural order.* Whenever the price fell to die 
level of the cost erf* production it was a sure sign that the ‘ordar* had 
been destroyed. Under these circumstances there was nothing remark- 
able in the disappearance of the net product. This is doubtlea^ the 
significance of Qaesnay’s enigmatic saying; “Abundance and cheap- 
ness are not wealth, scarcity and dearness are misery, abundance and 
dearness are opulence.**^ 

But if the bon prix simply measures the difference between the value 
of the product and its cost of production, then it is not more common 
in agriculture than in other modes of production. Nm* does it extend 
over a longer period in the one case than in the other, provided compe- 
tition be operative in both cases; on the contrary, it will become mani- 
fest in the one case as easily as in the other, especially if there be any 
scarcity. It remains to be seen then whether monopoly values are 
more prevalent in agricultural production than in industrial. In a 
very general way, seeing that there is only a limited quantity of land, 
we may answer in the affirmative, and admit a certain d^rec of 
validity in the Physiocratic theory. But the establishment of protec- 
tive rights and the occurrence of agricultural crises clearly prove that 
competition also has some influence upon the amount of that re- 
venue. 

The net product was just an illusion. The essence of production is 
not the creation of matter, but simply the accretion of value. But it 
is not difficult to appreciate the nature of the illusion if we recall the 
circumstances, and try to visualize the kind of society with which the 
Physiocrats were acquainted. One section of the community, consist- 
ing solely of nobility and clergy, lived upon the rents which the land 
yielded. Their luxurious lives would have been impossible if the earth 
did not yield something over and above the amount consumed by the 
peasant. It is curious that the Physiocrats, while they regarded the 
artisans as nothing better than servants who depended for their very 
existence upon the agriculturists, failed to recc^nize the equally com- 
plete dependence of the worthless proprietor upon his tenants. If 
there had existed instead a class of business men living in ease and 
luxury, and drawing their dividends, it is quite possible that the 
Physiocrats would have concluded that there was a net product in 
industrial enterjnise. 


1 Qpimay, p. 323. 



TUB PaVSIOCRATS 


36 

, So ileeply rooted ms idea of nature, or God opc^ting throu^ 
nature, as the only source of value that we find trac^ of it even in 
Adam Smith. Not until we come to Ricardo do we have a definite 
contradiction of it. With Ricardo, rent, the income derived from land, 
instead g£ being regard^ as a blessing of nature— the Alma Farms — 
which was boimd to grow as the ^natural order’ extended its sway, 
is simply looked upon as the inevitable result of the limited extent and 
growing sterility of the land. No longer is it a free gift of God to men, 
but a pre-imposed tax which the consumer has to pay the proprietor. 
No longer is it the net product; henceforth it is known as rent. 

As to the epithet ‘sterile,’ which was applied to every kind of Work 
other than agriculture, we shall find that it has been superseded, and 
that the attribute ‘productive’ has been successively applied to every 
class of work — first to industry, then to commerce, and finally to the 
liberal professions. Even if it were true that industrial undertakings 
only yield the equivalent of the value consumed, that is not enough to 
justify the epithet ‘sterile,’ unless, as Adam Smith wittily remarks, we 
are by analogy to consider every marriage sterile which does not 
result in the birth of more than two children. To invoke the distinction 
between addition and multiplication is useless, because arithmetic 
teaches us that multiplication is simply an abridged method of adding. 

It seems very curious that that kind of wealth which appeared to 
the Physiocrats to be the most legitimate and the most superior kind 
diould be just the one that owed nothing to labour, and which later 
on, under the name of rent, seems the most difficult to justify. 

But we must not conclude that the Physiocratic theory of the net 
product possessed no scientific value. 

It was a challenge to the economic doctrines of the time, especially 
Mercantilism. The Mercantilists thought that the only way to increase 
we^th was to exploit neighbours and colonists, but they failed to see 
that commerce ai^i agriculture afforded equally satis&ctory methods. 
Nor must we forget the Physiocrats’ iniluence upon practical politics. 
Sully, the. French minister, betrays evidence of their influence when 
remarks that the only two sources of national wealth are land and 
labour. Let us also remember that, despite some glaring mistakes, 
agriculture has never lost the pre-eminence which they gave it, and 
that the recent revival of agricultural Protection is directly traceable to 
their influence. They were always staunch Free Traders themselves, but 
we can hardly blame them for not being sufficiently sanguine to expect 
simh whcdrficarted acceptance of their views as to anticipate some of ^ 
more curious developments of their doctrines. It is almost certain that 
if they wore living to-day they would not be found supporting the Pro- 
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tcctionist movement. At least this is the opinion of M. Oncket^ the 
economist, who has made the most thorough study of their ideas.^ . 

Although the Physiocratic distinction between agriculture and 
industry was largely imaginary, it is nevertheless true that agriculture 
does possess certain special features, such as the power of engendering 
the forces of life, whether vegetable or animal. This mysterious force, 
which under the term ‘nature’ was only very dimly understood by the 
Physiocrats, and still is too often confused with the physico-chemical 
forces, does really , possess some characteristics which help to 
differentiate between agriculture and industry. At some moments 
agriculture seems inferior because its returns are limited by the exi- 
gencies of time and place; but more often superior because agriculture 
alone can produce the necessaries of life. This is no insignificant fact; 
but we are trenching on'^the difficult problems connected with the 
name of Malthus. 


Ill: THE CIRCULATION OF WEALTH 

The Physiocrats were the first to attempt a synthesis of distribution*. 
They were anxious to know — ^and it was surely a praiseworthy ambition 
— ^how wealth passed from one class in society to another, why it 
always followed the same routes, whose meanderings they were 
successful in unravelling, and how this continual circulation, as Turgot 
said, “constituted the very life of the body politic, just as the circula- 
tion of the blood did of the physical.” 

A scholar like Quesnay, the author of the work on animal economy* 
and a diligent student of Harvey’s new discovery, was precisely the 
man to carry the biological idea over into the realm of sociology. He 
made use of the idea in his Tableau iconomiquey which is simply a graphic 
representation of the way in which the circulation of wealth takes 
place. The appearance of this table caused an enthusiasm among his 
contemporaries that is almost incredible,* aJthough Professor Hector 

^ GeschickU der National OekonomUy Part I, Die Z^t vor Adam Smith, 

M. Mdine’s book Le Retour d la Terre, diough l^tectitHiist in tone, is wbdly imbued 
with the Physiocratic spirit 

* Essai pf^sique sur VEconomie animale (X747)* 

* “There have been since the world began three great inventions which have prind- 
pally given stability to political sodedes, independent of many other invendems which 
have enriched and ^vanced them. The first is the invendon of writing, winch alone 
gives human nature the power of transmitdng without alteradon its laws, its^contracts, 
its annals, and its discoveries. The second is the invendon of money, which binds 
together ^1 the reladons between dvilizcd’ sodedes. The third b the Economicid 
Table, the result of the other two, which completes them both by perfeetk^ thdr 
object; the great discovery d our age, but of whi^ pur posterity will reap the benefit,” 
‘{Mimbdnt, quoted in Wedih qf NaHmts, Bode IV, chapter tx.) Bandeau is no. less 
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fSems declares that he is almost ready to share in Mirabeau’s admiral 
tion,^ 

We know by this time that this circulation is much more compli* 
cated than the Physiocrats believed, but it is still worth while to give 
an outline of their conception.* 

Cb^esnay distinguishes three social classes: 

1. A productive class consisting entirely of s^culturists— perhaps 
iedso of fishermen and miners. 

2. A proprietary class, including not only landed proprietors, but 
also any who have the slightest title to sovereignty of any kind — a 
survival of feudalism, where the two ideas of sovereignty and property 

- arc always linked together. 

3. A sterile class, consisting of merchants and manufacturers, 
tocher with domestic servants and members of the liberal professions. 

The first class, being the only productive class, must supply all that 
flow of wealth whose course we are now to follow. Let us suppose, 
then — ^the figures are Quesnay’s and seem sufiiciently near the facts 
— that the value of the total wealth produced equals 5 milliard francs. 


enthusiastic. “These figures,” he writes, “are borrowed with the consent and upon 
the advice of the great master whose genius first begat the sublime idea of this Tableau. 
The Tableau gives us such a clear idea of the premier position of the science that all 
Europe is botmd to accept its teaching, to the eternal glory of the invention and the 
everiasting happiness of mankind.” (P. 867.) 

The first edition of the Tableau, of which only a few copies were printed, is missing 
altogether, but a proof of that edition, corrected by Quesnay himself, was recently 
discovered in the BibHoth^ue Nationale in Paris by Professor Stephan Bauer, of the 
University of B&le. A facsimile was published by the British Economic Association 
In 1B94. [A facsimile is printed also in Alexander Gray’s Development of Economic 
Doctrine, 

* “The discovery d* the circulation of wealth in economic societies occupies in the 
history of the science die same posidon as is occupied by the discovery of the circula- 
tion the tdood in the history of biology.” 

* Quesnay’s table consists of a number cS columns placed in juxtaposidon with a 
number of zigzag lines which cross from one column to another. If he had been 
living now he would almost certainly have used the graphic method, which would 
have simplified matters very considerably, and it is somewhat strange that no one has 
attempted this with his Tableau, Hector Denis has compared his tables with those 

the anatomist and traced a parallel bet%mn the links of the economical world and 
the plexus of veins and arteries in the human body. Quesnay’s explanadon the 
Taiieau by means of mathematical tables gives him a claim to be considered a pioneer 

die Mathem^cal school. Full justice has been done to him in this respect An 
article by Bauer in the Qjtaiierfy Journal of Economics, 1890, recognizes his claim, and 
diere is apodier by Qncken in the Econormc Journal ibr June 1896, entitled The Phj^sio* 
crats ar Fmmdars of the MathemaUcd School, His contemporary Le Trosne is even more 
en^hadc on die p<nntt “Economic science, bring a shidy of measurable objects, is an 
tsmA srience^ and its ccmclurions may be mathematically tested. What the sdence 
lanfad was aconvenient formula whidi mi|^t be applied to test its general conclusions, 
afioomda we Slow bAve in the (Ds/*ordrvssaa^VIU,p.atB.) 
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Of this 5 milliards 2 milliards are necessary for the U{)keep cf the 
members of this class and its oxen durii^ harvest and sowing* Hiis 
portion docs not circulate. It simply remains where it was produced. 
The produce representing the remaining 3 milliards is sold. But agri- 
cultural products alone do not suffice for the upkeep of Class i. 
Manufactured goods, clothes, and boots also are required, and these 
arc got from the industrial classes, for which a milliard francs is given. 

There remain just 2 milliards, which go to the landowners and the 
Government in rents and taxes. By and by we shall ^ how they 
attempted to justify this apparent parasitism. 

Let us pass on to consider the propertied class. It manages to live 
upon the 2 milliards which it receives by way of rents, and it lives 
well. Its food it must obtain from the agricultural class (unless, of 
course, the rents are paid in kind), and for this it possibly pays a 
milliard francs. It also requires manufactured goods, which it must 
get from the sterile class, and for which it pays another milliard francs. 
This completes their account. 

As to the sterile class, it produces nothing, and so, unlike the 
preceding class, it can only get its necessaries second-hand firom the 
productive class. These may be got in two ways: a milliard firom the 
agricultural class in payment for manufactured goods and another 
milliard from the landed proprietors. The latter milliard, being one of 
the two which the landed proprietors got firom the agriculturists, has 
in this way described the complete circle. 

The 2 milliards obtained as salaries by the sterile. class are em- 
ployed in buying the necessaries of life and the raw.material of industry. 
And since it is only the productive class that can procure these neces- 
saries and raw materiak, this 2 milliards passes into the hands of the 
agriculturists. The 2 milliards, in short, return to their starting-pmnt. 
Adding the milliard already paid by the landed proprietors to the 2 
milliards^ worth of products unsold, the total of 5 milliards is replaced 
in the hands of the productive class, and so the process goes on 
indefinitely.^ 

This T6svm6 gives but a very imperfect idea of the vast complexities 
and difiSculties involved in tracing the growth of revenues — ^an evolu- 

^ Turgot, although he is not speaking of the Tableau itself in this case, sums it up 
admirably in the following: ** What the labourers get from the la^ in addition to what 
is sufficient to supply their own needs constitutes the only wages fund [note the phrase] 
which Bik the other members of society can draw upon in return for their labour. 
The other members of society, when^they buy the commodities which the labourer 
has produced, simply give him the bare equivalent of what it has cost the labourer 
to ps^uce diem.*’ (Vol. I, p. 10.) For a more detailed account see Baudeau, 

Mon du*T(sibleou 



40 the I^HYSIOCRATi 

ti<m which the Phy^riocrats followed with the enthusiasm of children. 
They that it was all very real.^ The rediscovery of their 

millions intoxicated them, but, like many of the mathematical econo- 
mists of torday, they forgot that at the end of their calculations they 
only had what they had assumed at the beginning. It is very evident 
that the table proves nothing as to the essential point in their system, 
namdiy, whether there really exist a productive and a sterile class.* 

The most interesting thing in the Physiocratic scheme of distribu- 
tion is not the particular demonstration which they gave of it, but the 
emphasis which they laid upon the fact of the dretdation of wealth 
taldi:^ place in accordance with certain laws, and the way in which the 
revenue of each class was determined by this circulation. 

The singular position which the proprietors hold in this tripartite 
division of society is one of the most curious features of the system. 

Anyone examining the table in a non-Physiocratic fashion, but 
simply viewing it in the modem spirit, must at once feel surprised and 
disappointed to find that the class which enjoys two-fifths of the national 
revenue does nothing in return for it. We should not have been sur- 
prised if such glaring parasitism had given to the work of the Physiocrats 
a distinctly socialistic tone. But they were quite impervious to all such 
ideas. They never appreciated the weakness of the landowners’ posi- 
tion, and Aey always treated them with the greatest reverence. The 
epithet ‘sterile* is applied, not to them, but to manufacturers and 
artisans! Property is the foundation-stone of the ‘natural order.*^ The 
pre^rietors have been entrusted with the task of supplying the staff of 
Ijfe, and aie endued«with a kind of priestly sacredness. It is from their 
hands that all of us receive the elements of nutrition. It is a ‘divine* 
imtitution — ^the word is there.* Such idolatry needs some explanation. 

One might have expected— even firom their own point of view — 
Aat the premier position would have been given to the class which 
Aey termed productive, ue., to the cultivators of the soil, who were 
mostly farmers and mitaym> The land was not of their making, it is 

^ ‘‘This movement of commerce from one class to another, and the conditions whidi 
rise to it, are not mere hypotheses. A little reflexion will show that they are 
^thfuUy copied from nature.” (Quesnay, p. 6o.) 

* They imagined that it was actually so. ‘‘On the one hand, we see die productive 
elm living on a series of payments, which are given in return for its labour, and always 
bearing a dose relation to the outlay upon its upkeep. On the other, there is nothing 
hut eonsumpdon and annihilation of goods, but no production.” (Ibid,) 

• ‘‘It is impossible not to recognize the r%ht of property as a divine institution, for 
it has been mdained that this sh^d be die indirect means of perpetuadng the woik 
of creatkm/’ tha Rividre, p. 618.) ‘‘The order of society presupposes the existence 
oi n thiid dass in society, namely, the proprietors who make preparation for die 
isork of ci^ivatnm and &apeme the net product.” (Quesnay, p. t86.) 
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true. They had simply received it from the proprietors. This latter 
class takes precedence because God has willed that it should be the 
first dispenser of all wealth.^ 

There is no need to insist on this strange aberration which led them 
to look for the creator of the land and its products, not amid the 
cultivators of the soil, but among the idlers.^ Such was the logical 
conclusion of their argument. We must also remember that the 
Physiocrats fhiled to realize the inherent dignity of all true labour 
simply because it was not the creator of wealth. This applied both 
to the agricultural labourer and the industrial worker, and though the 
former alone was considered productive it was because he was work- 
ing in co-operation with nature. It was nature that produced the 
wealth, and not the worker. 

Something must ako be attributed to their environment. Knowing 
only feudal society, with its economic and political activities governed 
and directed by idle proprietors, they suffered from an illusion as to 
the necessity for landed property similar to that which led Aristotle 
to defend the institution of slavery.® 

Although they failed to foresee the criticisms that would be levelled 
s^ainst the institution of private property, they were very assiduous — 
especially the Abb^ Baudeau — in seeking an explanation of its origin 
and a justification of its existence. The reasons which they advanced 
are more worthy of quotation than almost any argument that has since 
been employed by conservative economists. 

. The most solid argument, in their opinion — ^at least the one that was 
most frequently used — ^is that these proprietors are either the men who 
cleared and drained the land or eke their rightful descendants. They 
have incurred or they are incurring expenditure in clearing the land, 
enclosing it, and building upon it — ^what the Physiocrats call the avances 
foncihes.^ They never get their revenues through some one else as 

^ ** Immediately below the landed proprietors come the productive classes, whose 
labour is the only source of their income, but who cannot exercise that labour unless 
the landlord has already incurred some outlay in the way of ground expenses.** 
(Baudeau, PhUosopIde kon&mque^ p. Ggt.) 

* The Physiocrats never mention the agricultural workers, and one might almost 
think that there were none. Their solicitude for the agriculturists does not extend 
beyond the farmers and mdk^ers, M. Weulcrsse has referred to their system, not 
without some jusdiication, as an essentially capitalistic one. 

* **We may call them the nobility, as well as the propertied class. Nobility in this 
sense, far firom being illusory, is a very useful institution in the history of civilized 
nations.** (Baudeau, p. 670O 

* “In the third line — they generally occupy the first raidt— we have the landed 
proprietors who prepare the soil, build houses, make plantations and enclosures at 
their own expeme, or who pay for those outlays by buying ppoperty already developed* 
This revenue, they might argue, belongs to us because of ^ wodom and ^^rethougl^ 
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the manufacturers do, and they arc anything but parasites. Their 
portion is jure^ in virtue of a right prior and superior even to 
that of the cultivators, for although the cultivators help to make the 
product, the proprietors help to make the land* The three social classes 
of the Physiocradc scheme may be likened to three persons who get thrir 
water fiom the same well. It is drawn from the well by members of the 
productive class in bucketfuls, which are passed on to the proprietors, 
but the latter class gives nothing in return for it, for the well is of their 
making. At a respectable distance comes the sterile class, obliged to 
buy water in exchange for its labour.^ 

we have exercised in pr^>aring the land, in undertaking to keep it in repair, and to 
improve it still further,” (Baudeau, PkUosof^ie iconomtquey p. 757.) ‘‘The foremost 
and most essential agent of production must be that man who makes it possible. But 
who is this agmt but the landed proprietor, whose claims to his prerogatives are based 
upon the need for his producttvc services?” (Mercier dc la Rivi^, pp. 466-467.) 

“It is this expenditure that makes the claim of proprietors real and their existence 
just and necessary. Until such expenditure is incurred the right of property is merely 
an exclusive lig^t to make the soil capable of bearing fruit.” (l^udeau, p. 851.) 
In other words, so long as the proprietor has not incurred some expenditure the right 
of pre^^erty is simply reduced to occupation. 

The Physiocrats distinguished three kinds of ammeesx 

1. The annual expenditure (amnees amtuelks) incurred in connexion with the actual 
work of cultivation, which recurs every year, such as the cost of seed and manure, 
cost of maintaining labourers, etc. The annual harvest ought to repay all this, which 
to-day would be called circulating capital. 

2. The ‘original* outlay {avances primitives) involved in buying cattle and imple- 
ments which render service for a number of years, and for which the proprietor docs 
not expect to be recompensed in a single year. The return is spread out over a number 
of years. Here we have the distinction between fixed and circulating ci^ital, and the 
idea of the gradual redemption of the former as against the total repayment of the 
latter at one ringle use. It did not escape the Physiocrats* nodee that an intelligent 
increase of the fixed might gradually reduce the annual expenditure. Such ideas 
were <|uite novel. But they inunediately took their place as (^finite contributions to 
the science. They are no longer confined to agriculture, however, but apply equally 
to ail branches of production. 

3. Tl^ auances fincUres are the expenses which are undertaken with a view to pre- 
paring the land for cultivation. (The adjective ‘primitive* would have been better 
applM here.) 

The first two kinds of expenditure are incumbent upon the agriculturist and entitle 
him to a remuneratitm sufiici^it to cover his expenses. 

The third is incumbent upon the proprietor and constitutes his claim to a share of 
the funds. “Before you can set up a farm where agriculture may be steadily practised 
year in and year out, what must be done? A block of buildings and a farmhouse must 
be butit, roa^ made and plantaticms set, the soil must be prepared, the stones cleared, 
trees cut down and roots removed; drains must also be cut and sheltm prepared* 
These are the emnees fincUres^ the work that is incumbent upon proprietors, and the 
mse basis d'dieir claim to the privileges of proprietorship.** (Baudeau, £phAnirid$s^ 
May 1776. A reply to Condillac.) 

* “Without that sense of security which property gives, the land would stfil be 
unqtdttvated.” (Qpesnay, Maximes, IV.) “Everything would be lost if this fount of 
weaSdi were not as wett assured as the person of the individual.** (Dupont, VoL 1 , 
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The Physiocrats failed to notice the contradiction involved in this. 
If the revenue which the proprietor draws represents the remund:*a* 
tion for his outlay and the return for his expenditure it is no longer 
a gift of nature^ and the net product vanishes, for, by definition, it 
represented what was Idi of the gross product after paying all initial 
expenses — ^the excess over cost of production. If we accept this cxplana-- 
tion of the facts there is no longer any surplus to dispose of. It is as 
capitalists pine and simple and not as the representatives of God that 
proprietors obtain -their rents. 

Must we really believe that although these outlays afford some 
explanation of the existence of private property they supply no means 
of measiuring or of limiting its extent? Is there no connexion between 
these outlays and the revenues which landed proprietors draw? 

Or must we distinguish between the two portions (rf* the revenue — 
the one, indispensable, representing the reimbursement of the original 
outlay, and in every respect comparable to the revenue of the fanner, 
and the other, being a true surplus, constituting the net product? 
How can they justify the appropriation of the latter? 

There is another argument held in reserve, namely, that based 
upon social utility. They point out that the cultivation of land would 
cease and the one source of all wealth would become barren if the 
pioneer were not allowed to reap the firuits of his labour. 

The new argument is a contradiction of the old. In the former case 
land was appropriated because it had bden cultivated. In the present 
case land must be appropriated before it can.be cultivated. In the 
former labour is treated as the efficient cause, in the latter as the final 
cause of production. 

Finally, the Physiocrats bdieved that landed proprietorship was 
simply the direct outcome of ‘personal property/ or of the ri^t of 
every man to provide for his own sustenance. This right includes the 
right of personal estate, which in turn involves the right of landed 
property. These three kinds of property are so dosdy connected that 
in reality they form one unit, and no one of the three can be detached 
without involving the destruction of the other two.^ Tlicy were ftiU of 
veneration for property of every description — ^not merely for lande4 
property. “The safety of private property is the real basis of the 
economic ordet o£ society,” says <^iesnay.* Mercier de la Riviirc 
writes: “Property may be regarded as a tree which social institution 
arc branches growing out of the trunk,”* We shall encounter this cult 
of property even during Ac terrible days oF the French Revolution 

^ Mercier de la RivAe, VoL I, p. s4St, 

- IV. * Fp. 615, 617. 
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and the Reign of Terror. When all respect for human life was quite 
lost there still renamed this respect for property. 

The defence of private property was already well-nigh complete.^ 
But if they vrert strong in their defence of the institution they did not 
fail to impose upon it some onerous duties — ^which counterbalanced 
its eminent dignity. Of course, every proprietor should always be 
guided by reason and be mannerly in his behaviour, and he should 
never allow mere authority to become the rule of life.* Their duties 
are as follows: 

1. They must continue without fail to bring lands into cultivation 
— they must continue the avances fonciires,^ 

2. They must dispose of the wealth which the nation has produced 
in such a way as to further the general interest; this is their task as the 
stewards of society.^ 

3. TTiey must aim during their leisure at giving to society all those 
gratuitous services which they can render, and which society so sorely 
needs. 

4. They must bear the whole burden of taxation. 

5. Above all they must protect their tenants, the agriculturists, 
and be very careful not to demand more than the net product. The 
Miysiocrats never go the length of advising them to give to their 
tenants a portion of the net product, but they impress upon them the 
importance of giving them the equivalent of their annual expenditure 
and of dealing liberally with them. It does not seem much, but it must 
have been something in those days. “ I say it boldly,” writes Baudeau, 

cursed be every proprietor, every sovereign and emperor that 
puts all the burden upon the peasant, and the land, which gives all 
of us our sustenance. Show them that the lot of die worthy indivi'- 
duals who employ their own funds or who depend upon those of 
others is to none of us a matter of complete indifference, that 
whoever hurts or degrades, attacks or robs them is the cruellest enemy 

^ It is necessary to make a note here of one of the many differences between Turgot 
and the Physkxnats. Turgot seems much less firmly convinced of the social utility 
of landed property and of the Intimacy of the right of property. He thinks that its 
or%ln is simply due to occupadon. This weakens die Physiocratic case very con« 
siderably. **The earth is peopled and cultivation extends. The best lands will in 
tune aH be occupied. For the last comers there will only be the unfertile lands rejected 
by ihe first. In the end every piece of land will have its owner, and those who pooess 
noi^ will have no otho* resource than to exchange the labour of their arm for the 
supetfiuous com of the |»oprictor.’* (Vol. I, p. 12,) We arc here not very far from 
die Ricardian theory. 

* Rmtdeau, icotmdqm^ p. 378. 

% pfoimjetor who keeps up the avances foncUns without fail is perfrrmlng die 
noblesi service that anyone can perform on this earth.^* (Baudeau.) 

rich have the ccmtcol of die fund from which the workers are paid, but 
they nre dkiing a great injustke if they appropriate it.'* (Qpemay, VoL I, p. 133.) 
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of society, and that he who ennobles them, furthers their well-^being, 
comfort, or leisure increases their output of wealth, which after ^ 
is the one source of income for every dass in sodety.^ 

Such generous words, which were none too common at the time, 
rdease the Physiocrats from the taunt of showing too great a favour to 
the proprietors. In return for such privileges as they gave them they 
demanded an amount of social service far beyond anything that was 
customary at the time. 


II 

So far we have considered only the Physiocratic theory. But the 
Physiocratic influence can be much more dearly traced if we turn to 
applied economics and examine their treatment of such questions as 
the regulation of industry, the functions of the State, and the problems 
of taxation.* 


I: TRADE 

All exchange, the Physiocrats thought, was unproductive, for by 
definition it implies a transfer of equal values. If each party only 
receives the exact equivalent of what it gives there is no wealth pro- 
duced. It may happen, however, that the parties to the exchange are 
of unequal strength, and the one may grow rich at the expense of the 
other.* In giving a bottle of wine in exchange for a loaf of bread there 

^ Pp. 835, 839. And Mcrcicr dc la Riviifc writes in terms not less severe: “He is 
responsible under pain of annihilation for the products of society, and no part of the 
pr<^uce which goes to support the culdvator should wittingly be employed other- 
wise.’* The history of Ireland b an interesting commentary on these words. 

But let us always remember that vdien the Physiocrats speak of the rights of the 
cultivator they think only of the farmer and metayer and never of the paid agriculturbt. 
They are content to demand merely a decent exbtence for the latter. Were they put 
too much at ease they would perhaps leave off workii^. See Weulersse, Vol. II, 
p. 729. He seems a litde unjust, and quotes some words of Quesnay, who protests 
against the belief that “ the poor must be kept poor if they are not to become inc^ent.” 

* One b perhaps surprbed to find that h^edom of work — in other words, the aboli- 

ti<m of corporatkms — b not included in their Ibt, especialiy since the cr^iit for the 
downfall of those institutions b usually given to the Physiocrats. Their writings 
contain <mly very occasional reference to thb topic, because industrial labour b 
regarded as sterile, and reform touching its organization concerned them but little. 
They did, however, protest against die rule tlm cemfined die right to engage in a 
trade to those who had received an express privilege ffmn the Crown. They om- 
ridered diat “to an honest soul thb was the most odious maxim which die spirit 
dominatiem and rapacity ever tnven^.*’ (Baudeau, in 1788, Vol. IV.} 

Turgot’s fiunotts Edkt ii January 1776, abdbhing the rights of corporations and 
estmbl^nng liberty f[>r all, b, with good reason, attributed to Physmerade inBuence. 

* *^£xdiange b a contract of equaHty, equal vaKie being given in exchange for 
equal vidue. Comquendy it b not a meam of increasi^ .wesddi,.for one pves as 
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is a double di^lacanent of wealth, which evidently affords a fuller 
satisfaction of wants in both cases, but there is no wealth created, for 
the objects so exchanged are of equal value. To-day the reasoning 
would be quite dificrent. The present-day economist would argue as 
follows: “ If I exchange my wine for your bread, that is a proof that my 
hunger is greater than my thirst, but that you are more thirsty than 
hungry. Consequently the wine has increased in utility in passing 
from my hands into yours, and the bread, likewise, in passing from 
your hands into mine, and this double increase of utUity constitutes 
a real increase of wealth.^^ Sudi reasoning would have appeared 
abmrd to the Physiocrats, who conceived of wealth as something 
material, and they could never have understood how the creation of 
a purely subjective attribute like utility could ever be considered 
productive. 

We have already had occasion to remark that industry and com^ 
merce were considered unproductive. This was a most significant 
fact, so far as commerce was concerned, because all the theories that 
held the field under Mercantilism, notably the doctrine that foreign 
commerce afforded the only possible means of increasing a country's 
wealth, immediately assumed a dwindling importance. For the 
Mercantilists the prototype of the State was a rich merchant of Amster- 
dam. For the Physiocrats it was John Bull. 

And foreign trade, like domestic, produced no real wealth: the only 
result was a possible gain, and one man’s gain is another man’s loss. 

Every commercial nation flatters itself upon its 'growing wealth 
as the outcome erf foreign trade. This is a truly astonishing phenome- 
juon, for they all believe that they are growing rich and gaining from 
one another. It must be admitted that this gain, as they call it, is 
a most remarkable thing, for they all gain and none loses.^ 

A country must, of course, obtain from foreigners the goods which it 
ciumot itself produce in exchange for those it cannot itself consume. 
Fordgn trade is quite indispensable, but Mercier de la Riviire thinks 
diat it is a necessary evil* (he underlines the word). Qpesnay contents 
himself with referring to it merdy as a pfr aller,^ He thought that the 

much as the other receives, but it is a means of satisfying wants and of varying eiyoy- 
nieat.** (Le Trosne, ItOifH sockd, pp. 903* 90^) But what does this satisfying of 
wants and vaiiatton of^uoyment signify rfit doe$ not mean Increased wealth? 

^ Mercier de la Riviirc, p. 545. * P. 548, 

. * ^The settiemoit of uitemational indditedncss by payment of money is a mere 
pu aSkr trf for^in trade, adopted by those nations wHch are unable to give com- 
modities in return for commodifies according to custom. And foreign trade itself is a 
mere^ adc^ned by those nations whose home trade is insufficient to enable them 
to ms^ ihebest trffiietr ownproduefiems. It h very straxige that anyone shckild 
havn had such stress iipim a xnere^d^d coxnnmxee.^ > 
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only really usdul exchange is one in which agricultural products pass 
directly fiom producers to consumers, for without this the products 
would be useless and would simply perish in the producer’s hands; 
But that kind of exchange which consists in buying products in order 
to resell them— trafficking, or a commercial transaction, as we call it 
^ — ^is sheer waste, for the wealth instead of growing largo* becomes less, 
because a portion of it is absorbed by the traffickers themsdves.^ 
We meet with the same idea in Carey. Mcrdcr dc la Rivtoe in- 
geniously compares such traders to mirrors, arranged in such a way 
that they reflect a number of things at the same time, all in different 
positions. *‘Like mirrors, too, the traders seem to multiply commo- 
dities, but they only deceive the superficial.”* 

That may be; but, admitting a contempt for commerce, what con- 
clusions do they draw fiom it? Shall they prohibit it, or regulate it, 
or shall they just let it take its own course? Any one of these conclusions 
would follow firom their premises. If commerce be as useless as they 
tried to make out, the first solution would be the best. But it was the 
third that they were inclined to adopt, and we must sec why. 

It seems quite evident that the Physiocrats would have condemned 
both the Mercantile and the Colbertian systems. Both of these aimed 
at securing a favourable balance of trade — ^an aim which the Iffiysio- 
crats considered illusory, if not actually immoral. But if they thought 
all trade was useless it is not easy to understand their enthusiasm for 
Free Trade. Those economists who nowadays fovour Free Trade 
support it in the belief that it is immense benefit to every country 
wherein it is practised, and that the more it is developed the richer 
will the exchanging countries become. But such was not the Physio- 
cratic doctrine. It is a noteworthy fact that they are to be ref^erded 
as the founders of Free Trade, not because of any desire to fevour 
trade as such, but because their attitude towards it was one of disdain- 
ful kassiz^fmi. They vrere not, perhaps, altogether finee firom the belief 
that Imssez^fairi would lead to the disappearance of ^commerce 
altc^ther. They were Free Traders primarily because they desired 
the freedom o£ domestic trade, and we must not lose sig^t of diose 
extraordinary regulations which completely fettered its movemmts at 
this time.* 

^ ** After aU merchants are only traffickers, and the trafficker h just a per^n who 
employs his aHlity in ai^ropriating a part df oUier people’s wealth.” (Merrier de la 
Rivirir^ p. 554.) ”Mei^anti’ gains aie not a*jf)ecies of {mfit.” (Qpesnay, p. 151.) 

* jVeheri, p. 538. 

* Enforcing sito in open madtet and in limited quantities only, keei»ng com 
beyond two years, etc. Com was to be supplied to eonmroers in the first place, then 
to bakers, and fin^y to xamhm% etc. 
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The ‘natural order* also implied that each one would be free to 
buy or sell vdierever he chose, within or without the country. It 
recognized no frontiers,^ for only through ‘liberty* could the ‘good 
price* be secured. The ‘good price’ meant the highest price and not 
the lowest, dearth and not cheapness. “Free <x)mpetitk)n with foreign 
merdiants can alone secure the best possible price, and only the 
hipest price will enable us to increase our stock of wealth and to 
maintain our population by agriculture.”* This is the language of 
agriculturists rather than of Free Traders. It is the natural result of 
thinking about agricultural problems, and especially about the 
question of raising com; and since Free Trade at this time gave rise 
to no fears on the score of importation, free exchange meant free 
exportation. Oncken points out that the commercial regime which the 
Phyriocrats advocated was identical with that in operation in England 
about this time, where in case of over-abundance exportation was 
encouraged in order to keep up the price, and in case of dearth im- 
portation was permitted in order to ensure a steady supply and to 
prevent the price from rising too much.® 

In a word. Free Trade meant for the Physiocrats the total abolition 
of all those measures which found so much favour with the Mer- 
cantilists, and which aimed at preventing exportation to places outside 

^ **!>t entire freedom of commerce be maintained, for the surest, the cxactest, the 
most profitable regulator both of home and of foreign trade for the nation as well as 
for the State is perfect freedom of compeddon.” (Qjjcsnay’s Maxinus^ XXV.) “We 
must tell them that free trade is in accmdance with the order and with the demaxids 
erf jusdee, and everything that conforms to the or^cr bears its own reward.” (Le 
Trosne, p. 586.) 

^DialogueSi p. 153. The dearth of plenty, as they paradoxically put it, sdmulates 
produedon, and Boisguillebert, in an equal paradox, remarks that ” Low price gives 
rise to want” In the Maximes, p. 98, Quesnay contents himself by saying that free 
trade in com makes the price more equal. “It is clear,” he adds, “that leaving aside 
the question of fore^ debt, equal prices will increase the revenue yielded by the 
hmd, lAdddk will again result in extended culdvadon, which will provide a guarantee 
against those dearths that decimate populadon.” 

Merdet d# la Rivi^ writes In a similar vein. “A good constant average price 
enstues abundance, but without freedom we have neither a good price nor plenty.*’ 

(p. 570) 

Tmgot in hii Letkes m le Commerce des Grams develc^ the argument at great length 
and tries to give a mathemadcal dememstradon of it. There was no need for this. It 
is A commonjrface <rf psychology that a st^y price of 20 is jMrcferable to altemadve 
pnees of 35 1^ 5 francs respeedvely, although the average in both cases is the same. 

* It is worth nodng ^t the nature of American compeddon was clearly foreseen 
by Qpesnay— <Hie of the most rmarkable instances of scientific prevision on record. 
In hh article on com in the Eneyek^dk he says diat he views the ferdlity of the 
American colonies with apprehaasion and dreads tibe growth of agriculture in the 
NeiV World, but the fear fr provisionally dismissed because the com is inferior in 
to that trf France and fr damaged in transit. (See <mr remarks comaerning the 
l^qfrix>crattc eonneaton with modem Protec^kumt theories.) 
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the country and checking the growth of firee intercourse within 
Narrow as their conception of Free Trade at first was, it was not 
long in growing out of the straitened circumstances which gave it 
birth, and it developed gradually into the Free Trade doctrine as we 
know it, which Walras expressed as follows: “Free competition 
secures for every one the maximum final utility, or, what comes to 
the same thing, gives the maximum satisfaction.” We no longer 
admit that international trade is a mere pis aUer. But all the argu* 
ments which have been used in its defence on the Free Trade side 
were first formulated by the Physiocrats. We shall refer to a few of 
them. 

The fallacy lurking behind the ‘balance of trade’ theory is exposed 
with great neatness by Mercier de la Riviire. “I will drown the 
clamour of all your blind and stupid policies. Suppose that I gave you 
all the money which circulates among the nations with whom you 
trade. Imagine it all in your possession. What would you do with 
it?” He goes on to show how not a single foreign country will any 
longer be able to buy, and consequently all exportation will cease. 
The result of this excessive dearness will be that buying firom foreign 
countries will be resorted to, and this will result in the exportation erf 
metallic currency, which will soon readjust matters.* 

The contention that import duties arc paid by the foreigner is also 
refuted. Nothing will be sold by the foreigner at a lower price than 
that which other natiqns would be willing to give him. An import 
duty on such goods will increase the real price, which the foreigner 
will demand, and this import duty will be paid by those who buy the 
goods.® 

There is also a refutation erf* the policy known as reciprocity. 

^ It must not be forgotten that the Protectionist system aided the development of 
industry and retarded that of agriculture by its policy of encouraging the exportation 
of manufactured products and its restrictions on the expmrtatkm agikultural 
products and raw materials with a view to securing cheap labour and a plentiiiil 
supply of raw materiab for the manufacturing industries. The Protectionists were not 
concerned to prevent the exportation of com. Both Colbertism and Morrantilism 
sacrificed the cultivator by preventiz^ the exportation ei com and by allowing of its 
importation, while doing the exact opposite for manufactured products. 

• “Upon final analysis do you find that you have gained anything by your policy 
always selltng to foreigners without ever buying from them? Have you gained any 
money by the process? Bi^you cannot retain k. It has passed foroug^ your handb 
without being of the least use. The more it increases the more does its value d im i ni sh , 
whfic the value dT other thii^ increases proportionally.” (Mcrcier dc la Riviire, 

• Turgot, (Emmf Vol. I, p. 189. “ If you succeed in keeping back fewei^ merchants 

by meansef your |»rotiective tari& they will not bring you those goods wh^ you need, 
thus caittii^ those impositiom which were ckdigned tor others to ittaliate i^pon your 
own held.” Drniepm*} 
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A nation levies an impewrt duty upon the goods of another nation^ 
but it forgets that in tr^ng to injure the selling nation it is really 
diecldng Ae possible consumption of its own goods. This indirect 
effect, of course, is inevitable, but can nothing be done to remedy 
tWs by means of reprisals? England levies a heavy duty on French 
wines, thereby reducing its debit account with France very con- 
sidbmibly, but more French wine will not be bou^t if a tax is also 
placed upon the goods which England exports to France. Do you 
think that the prejudice which England has taken against France 
can be remedied in this way? 

We have multiplied instances, for during the whole of the himdred 
years which have since elapsed has anyone deduced better arguments? 

These theories immediately recei^^ 1 ^^ sanction in the edicts of 
1763 and 1766 establishing free trade in com, first within the coimtry 
and then without, but some very serious restrictions were still retained. 
Unfortunately Nature proved very ungrateful to her friends. For 
four or five years she ran riot with a series of bad harvests, for which, 
as we may well imagine, the Physiocratic r^ime and its inspirers were 
held responsible. Despite the protests of the Physiocrats, tins liberal 
Act was repealed in 1770. It was re-established by Turgot in 1774, 
and i^ain repealed by Necker in 1777 — st variety of fortune that 
betokens a fickleness of public opinion. 

This new piece of legislation, and, indeed, the whole Physiocratic 
themy, was subjected to severe criticism by an abbot of the name of 
Galimii. *Galiani was a Neapolitan monsignor residing at the French 
court. At the age of twenty-one he had written a remarkable work 
in Italian dealing with money, and in 1770, written in splendid French, 
appeared his Dialogues sur le Commerce des BUs. It was an immediate 
success, and it won the unqualified approval of Voltaire, who was 
possibly attracted more by the style than by the profundity of thought. 
Galiani was not exactly opposed to laissez-faire. “Liberty,” he wrote, 
'^stands in no need of defence so long as it is at all possible. When- 
ev^ we can we oug^t to be on the side of liberty.’^ But he is oppose 
to g^ieral systems and against complete self-surrender into the hands 
oTNature. “,Naturc,” says he, “is too vast to be concerned about our 
petty trifles.^** He shares the realistic or historical views of the writers 
to-day, and thinks that before applying the principles of political 
ecomsmy some account should be ^en of time, place, and dreum* 
stands. “The state of which the Physiocrats speak — what is it? 
Where is it to be found.”* 

^ Bkhgmf pp. 254, 274. * Ibid., p. 237. 

^ p. S2. He proposed a l^hly coit^ltcated system imposing moderate dutks 
Mh ttpoti dieimportatloii and exportation of com— a 5 per cent, ad valarm duty la 
the we case end a 10 per cent, in the other. 
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Along with GElianif we must mention the great finander NsdEcr, 
who in a bulky volume entitled La Legislation st le commerce des grains 
{1775) advocates oppmtuni^ic views almost identical in cimacter 
with those of Galiani, and who, as Minister State (1776-81 and 
1788-90), put an end to free trade in com. 

In monetary matters, especially on the question of interest, the 
Physiocrats were willing to reo^^nize an exception to their prindple 
of non-intervention. Mirabeau thought that whenever a real increase 
of wesddi resulted from the use of capital, as in agriculture, the pay- 
ment of interest was only just. It was simply a sign or symbol ci the 
net product. But in trade matters he thought it best to limit if not to 
prohibit it altogether. It often proved very harmful, and firequently 
was nothing better than a tax levied by order of the corrosive land- 
owners.” Quesnay could not justify it except in those cases where it 
yielded a net product, but he was content simply to sug^t a limitation 
of it. The Physiocrats are at least logical. If capital sunk in industrial 
and commercial undertakings yields no income it b evident that the 
interest must be taken from the borrower’s pocket, and they condemned 
it just as they condemned taxing the industrial and commercial 
classes. 

Turgot^ is the only one of them who frankly justifies taking interest. 
The reason that he gives is not the usual Physiocratic argument, but 
rather that the owner of capital may dther invest it in the land mr 
undertake some other productive work — capital being the indispensable 
basis of all enterprise^ — ^and that, consequently, the capital will never 
be given to anyone who will offer less than what m^ht have been 
made out of it did the owner himself employ it. This argument implies 
that every undertaking is essentially a productive one, and indeed 
one of the traits which distinguishes Turgot from the other Hiysio- 
crats is the fact that he did not think that industry and commerce 
were entirely unproductive. 

II: THE FUNCTIONS OF THE STATE 

Seeing that the Physiocrats believed that human society was per- 
vaded by the principle of 'natiual order,’ which required no adventi- 
tious aid from any written law, and since Nature’s voice, witiiout any 
artifid^ restraint, was sufficient guide ft>r mankind, it mi^t have been 
expected that the trend of Physiocracy would have been towards the 

^ Turgot was Hat audx^r of a work on dia entitled Mimem snr ks Br$U 

iPArgetU 

* R^kximsurkfomttiimdi$fkk$sses,paim.§B*6u7i^ 
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(rf* ail iegiidation, <rf all authority — in a word, towards Ac 
subversion d Ae State. 

It h certain Aat Ae Physiocrats wbhed to reduce legislative activity 
to a minimum, and Aey expressed Ae belief— whiA has often been 
repeated since by every advocate c£ laisseZ'fum — Aat Ac most useful 
wmrk any legislative body can do is to abolish useless laws.^ If any 
new laws arc required they ought simply to be copies of the unwritten 
laws of Nature. NeiAcr men nor Governments can make laws, for 
Aey have not Ae necessary ability. Every law should be an expression 
of Aat Divine wisdom whiA rules Ac universe. Hence Ac true title 
of lawgiver, not lawmaker.* It is in this connexion that we meet wiA 
Aose anecdotes — some of more Aan doubtful authenticity, it is true — 
that have gaAered round Aeir names. Of Aese Ae best-known is 
Aat whi A tells of Mercier de la Rivi^’s visit to St Petersbux^, and 
his laconic reply to Catherine the Great. , He had been invited Acre 
to advise Ac Empress about a new constitution for Ac country. After 
dilating upon Ae great Afficulties of Ae undertaking and Ae responsi- 
bilities it involved he gave it as his opinion Aat Ac best way of 
achieving her object was just to let things take Aeir course. Where- 
upon Ae Empress promptly wished him good-bye. 

But it would be a great mistake to think of Ae Physiocrats as 
anarchists. What Aey wanted to see was the minimum of legislation 
wiA a maximum of auAority. The two things arc by no means in- 
compatible. The liberal policy of limitation and control would have 
found scant favour with them. Their ideal was neiAcr democratic 
self-government, as we have it in the Greek republics, nor a parlia- 
mentary regime suA as we find in England. BoA were detested.* 

^ “Remove all useless, imjust, contradictory, and absurd laws, and there will not 
be much legislative machinery left after that/’ (Baudeau, p. 817.) “It is not a 
question of procuring immense riefaes, but simply a question of letting people alone, 
a problem that hardly requires a moment’s thought.” So wrote Boisguillebert sixty 
years b^ore. 

* Quesnay, Maxinus, VoL I, p. 390. Mercier de la Riviere writes in much the same 
style: “The positive laws that are already in existence are merely expressions of suA 
natural rights.” (VoL II, p. 61.) It sounds like a preamble to the D^aradon of the 
Ril^ts of Man. 

* “The Physkxrrats had the most absolute ctmtemik for political liberty.” (Esmein, 
La Sdaux pdi£que des l^siocrates, address at the opening session of the Congress of 
Learned S<x:ietie8, Paris, 1906.) 

“The Gredt republics never became acquainted with the laws of the order. Those 
resdei^ usurping, tyrannical tnbes never ceased to drench the plains with human 
blood, to cover with rums and to reduce to waste the most fertile md the best situated 
sc^ in the then known world.” (Baudeau, p. 800.) 

* “ft ir'eddent that a demoamde sovere^pi — i.#., whole people-*t»umot stsA 
exercise its authority, and must be content to name representadves. These lepresenta- 
tsvei are merely agents, whose functions are naturally iransiuxry, and suA te m porary 
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On the other hand, great respect was shown for the sodallua:ardiy, 
and they were strong in their condemnation of every doctrim that 
aimed at attacking dther the throne or the nobility. What they 
desired was to have sovereign authority in the guise of a hereditary 
monarchy. In shorty what they really wanted — ^and they were not 
frightened by the name — ^was despotism.^ 

The sovereign authority should be one, and supreme above all 
individual or private enterprise. The object of sovereignty is to 
secure obedience, to defend every just right, on the one haiid, and 
to secure personal security on the other. A government that is 
based upon the idea of a balance of power is useless.* 

This should help us to realize the distance separating the Physio* 
crats from the Montesquieuian idea of the distribution of the sovereign 
authority, and from the other idea of local or regional control. There 
is no mention of representation as a corollary of taxation. This form 
of guarantee, which marks the beginnings of parliamentary govern- 
ment, could have no real significance for the Physiocrate. Taxation 
was just a right inherent in the conception of proprietary sovereignty, 
a territorial revenue, which was in no way dependent upon the people’s 
will. 

It seems strange that such should be the opinion of a future President 
of the Constituent Assembly. How can we explain this apparent 
contradiction and such love g{ despotism among the apostles of 
laissez-faire? 

Despotism, hi the eyes of the Physiocrats, had a peculiar significance 
of its own. It was the work of freedom, not of bonda^. It did not 
signify the rule of the benevolent despot, prepared to make men happy, 


agents cannot always be in complete harmony with every interest within the nation* 
This is not the k^d of administration contemplated by the Hiysiocrats. The 
sovereignty of the natural order is neither elective nor aristocratic. Only in the case 
hereditary monarchy can all interests, both personal and individual, present and 
future, be clearly linked with those oi the nation, by their copartnership in all the net 
products of the territory sulxnitted to their care.” (Dupont, Vol. I, pp. 359-^60.) 

This sounds very much like a eulogy of the House Ht^enzc^lm, delivered by 
William II. 

Very curioMs also are Dupont’s cridclsms of the parliamentary r^^kne. In his letter 
to J. B. Say (p. 414) he notes *’its tendency to corruption and canker,” which had not 
then manifested itself 4n the United Stated of America. These letters, though very 
interesting, hardly belong to a history of econmnic doctrines. ^ ‘ 

^ ”It is only wh^ the pecH>le are ingenuous that we hixi real de^ts, because then 
the sovereign can do whatever he wills.” (Dupont, p. 364.) 

* Quesnay, Maximes, I. The Physiocrats were in frvour of a national asembly, 
but would give it no legblative power. It was to be just a council of State concmi^ 
chiefiy with public works and with the iq>portionment of die burden taxatkm. See 
M. Esmdn’s mimake on the pit^iosed Nadonal ^linemHy of the Physiocrat 
rembts de VAcadMe dkr Scimees Monties ei 1904). 
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eran against the^ own will. It was jtist die sovemgnty of the ^natural 
cK>thing more. Every reasonable person fislt himself bound 
to obey it, and realized that only through such obedience could die 
truth be possibly known. 

It is quite different from the despotism of the ancient maxim, SkiU 
princ^ placuU kgis habet vigotem.^ They would never have subscribed 
to the doctrine that the king’s word is law, but they were equally 
eneigetic in rejecting the claim of the popular will.* They arc as far 
from modem democracy as they are from monarchical absolutism. 

This despotism was incarnate in the person of the sovereign or king. 
But he is simply an organ for the transmission of those higher laws 
whidi arc given to him. They would compare him with the leader of 
an orchestra, his sceptre being the baton that keeps time. The con- 
ductcr’s deiqxidsm is greater than the Tsar’s, for every musician has 
to obey the movement of the hand, and .that immediately. But thb 
is not tyranny, and whoever strikes a false note in a spirit of revenge is 
not simply a revoltcr, but also an idiot. 

Sovereignty appealed to the Physiocrats in the guise of heredi- 
tary monarchy, because of its associations with property imder the 
feudal regime, and since hereditary rights were connected with landed 
property so must royalty be. The sovereign who best represents the 
niydocratic ideal is perhaps the Emperor of China.* As the Son of 
Heaven he represents the ‘natural order,’ which is also the ‘divine 
order.’ As an agricultural monarch he solemnly puts his hand to the 
plough once a year. His people really govern themselves; that is, he 
rules them according to custom and the practice of sacred rites.* 

^ “The pcwonal despotism will only be the legal despotism of an obvious and 
essential order. In legal despotism the obviousness of a law demands obedience before 
the monarch enjoins it. Eudid is a veritable despot, and the geometrical truths that 
he enunciates are really despotic laws. The legal and personal despotism of the legis- 
lator are one and the same. Together they arc irresistible.” (Mcrcier dc la Rivite, 
pp. 460-471.) This despotism is really not unlike that of Comte, who remarks diat 
^ere is no question of liberty of consdence in geometry. 

* “On the contlary,” says Quesnay in a letter to Mirabeau, “this despotism is a 
suffiident guarantee against the abuse of power.” 

* “That is an abominable absurdity,” says Baudeau, “for on this reckoning a mm 
majority vote would be sufildent to jusdiy parridde.” 

Is it necessary to point out that this is exactly the reverse of the view held by inter- 
veodonists and sod^ts of these later times, who think that the mission of the State 
Is tocedress the grievances caused by natutal laws? 

* “Thk sing^ supreme will which exercises supreme power is not, strictly speakii^, 
a human vdll at all. It is just the voice of nature— the will of God. The Chinese are 
the only people whose philosophy seems to have got hold of this supreme truth, and 
they regard dieir empmr as the eldest son of God.” (Baudeau, p. 798.) 

I * Some wdters— fm* example, PimtalecHil in his intfoduedem to Arthur Labrlola*s 
bpdkfjt# M Qpetmtjh-mm to think that the Physiocradc criticism 

proved frtal to feudal society, just as die socialistic criddsni of ^ jnesent ti me is 
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In practice tiicrc will be nothing of great importance for the despot 
to do. “As kings ^nd governors you find how easy it is to oeerdse 
your sacred fimetions, which simply consist in not interfering with the 
good that is already being done^ and in punishing those few perH>ns 
who occasionally attack private property. In short, the preservation 
of the ‘natural order -and the defending of its basis — ^private property 
— ^against the attacks of the ignorant and the sacrilegious is the first 
and most important duty of the sovereign. “No order of any kind is 
possible in society unless the right of possession is guaranteed to the 
members of that society by the force of a sovereign authority.”* 

Instruction is the second duty upon which the Physiocrats lay 
special stress. “Universal education,” says Baudeau, “is the first and 
only social tie.” Quesnay is specially anxious for instruction on the 
‘natural order,’ and the means of becoming acquainted with it. Fur- 
ther, the only guarantee against personal despotism lies in well-diffused 
instruction and an educated public opinion. If public opinion, as 
Quesnay said, is to lead, it should be enlightened. 

Public works are also mentioned. A wise landlord has good roads 
on his property, for good roads and canals improve it. Tlicse represent 
a species of avances fondhes^ similar to those undertaken by proprietors. 

This is by no means all.* There are a number of duties recognized 
as belonging to the State, of which every economist of the liberal 
school up to Bastiat and M.* de Molinari approves. 

We will add one other trait. Like the Liberal school, the Physio- 
crats were whole-hearted ‘internationalists.’ In this respect they 
differ firom their prototypes, the Chinese. They believed that all class 
distinctions and all international barriers ought to be removed in the 
interest of political development, as well as in that of scientific study.* 
The peace advocates of to-day would do well to make the acquaintance 
of their illustrious predecessors. 

undermining the bouigec^ society. Politically this is true enough, for the Phyuccrats 
advocated foe establishment ^ a single supreme monarch wifo undivided authority. 
Economically it is incorrect, for their conception even of sovereignty and taxation is 
impregnated wifo feudal ideas. 

^ Dupont, Discoms entiudes (Euvres de Q)tesn0, Vol. I, p. 55. 

* p. aa. 

* Tuigot, who is less inclined to favour agriculture, thinks that certain royal privi* 
leges must be granted before manufacturers can compete wifo agriculture (€Suvm, 
Vc\, I, p. 360). 

* has come to regard the vaiimis nations as drawn up l^amst am another 
in a popetual state d* war. This unfortunate prejudice is almost sacred, and k 
regsuded as a patriotic virtue.” (Baudeau, p. B08.) 

The force errors usually cmnmitted by States, $xid the three that led to the down- 
fall of Greece, Baotkau thought, were arbitrary use cfkgldative aufoonty, oppressive 
taxation, and aggressive patriotism. (P. 801.) \ 
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III: TAXATION 

The bulk of the Hiysiocratic systan is taken up with the exposition 
of a theory of taxation, which really forms one of the most characteristic 
portk>ns of their work. Though inextricably boimd up wdth the theory 
dTthe net product and with the conception of landed proprietorship, 
curiously enough it has survived the rest of their doctrine, and quite 
rccemly has been given a new lease of life. 

In the table showing the distribution of the national income three 
pardcipators only are mentioned — ^the landed proprietor, the farmer, 
and the artisan. But there is ako a fourth — ^the Physiocratic sovereign, 
who'is none other than the State itself, and who thoroughly deserves a 
share. This benevolent despot, whose duties we have just mentioned, 
cannot be very exacting, for, having little to do, his demands must be 
moderate. In addition to his double mission of maintaining security 
and giving instruction, he must also contribute towards increasing 
the productivity of the land by establishing public works, making 
roads, etc.^ Money is required for all this, and the Physiocrats argued 
that taxes ought to be paid liberally,* and not grudgingly, as is too 
c&cn the case imder a parliamentary regime. Where is this money to 
come firom? 

The reply is obvious if we have grasped their system. The only 
available fund is the net product, which is the only new wealth that 
is really dispensable — ^thc rest is necessarily absorbed in the repay- 
mrat of the advances made for the upkeep of the agricultural and in- 
dustrial classes. Were taxation to absorb a proportion of the revenues 
that are devoted to production it would gradually drain away the 
source of all wealth. So long as it only takes the surplus — ^thc true net 
product, which is a mere tributary of the main stream — ^no harm wiU 
be done to future production. 

All this is quite clear. JBut if taxation is to absorb the net product 
the question arises as to who is to pay it. It is equally evident that 

1 ^‘Before a harvest can be reaped not only must the cultivators incur the usual 
emday upon stocky etc., and the propriety upon clearing the land, but the puldic 
authcrity must also incur some expense, whkh might be designated emms swoermim,** 
(Bandeau, p. 758.} 

* **The Government ought to be less ctmeemed with the task of saving than with 
the duty of spending upon diose tolerations that are necessary for the prosperity of 
t^ realm. This heavy expenditure will cease when the country has become wealthy.’* 
.((^jManay, XXVI.) 

^^It is a nanow and churlish Englidi idea which decrees that an annual sum should 
be sumuaBy vo^ to dte Government, and that Parliament should reserve to itself 
ihei^toffcAtsingthbtax. Such a ptocedure is a travesty of democracy.** (Diqpont, 
haijk letter to J. B. Say,} 
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it can only be taken from those who already possess it, namely, from 
the landed proprietors, who must bear the whole burden of taxation. 
Just now we were amazed at the privileges which the Physiocrats so 
light-heartedly granted them: this is the ransom, and it is no light 
one. The next problem is how to assess this tax. 

The Physiocrats were extremely loth to rob the gentry of their 
incomes, and a number of pages in their writings are devoted to a 
justification of their claims upon them. Not only were they willing to 
leave them everything that was necessary to compensate them for the 
outlay of capital and labour, but also all that might be required to 
make the prof>erty thoroughly valuable and the position of the land- 
owner a most enviable one.^ The preference shown for the landowner 
is just the result of the social importance attributed to him by the 
Hiysiocrats. ^‘If some other class were preferable,’* says Dupont de 
Nemours, ‘‘people would turn their attention to that.” They would 
no longer spend their capital in clearing or improving the land. But 
if the possession of land be so desirable, is there not some danger lest 
everybody should become a landlord and neglect the other walks of 
life? The Physiocrats thought not, for, since Nature has set a limit 
to the amount of land in existence, there must also be a limit to the 
number of landowners. 

A third of the net product, or, if we accept Baudeau’s figures, six- 
twentieths — ue,^ 30 per cent. — ^was to be paid in taxes. Taking the 
net product at 2 milliard francs, which is the figure given in the 
Explication du tableau iconomique^ this gives us exactly 600 million francs 
as the amount of the tax.^ 

The proprietors, who were then for the most part 6 reG from taxa- 
tion, felt that this was a very considerable contribution, and that the 
Physiocrats demanded a heavy price for the high honour which they 
had conferred upon them. Even to-day a tax of 30 per cent, on the 
gross revenue of landlords would cause some consternation. The 

^ **The amount of the tax as compared with the amoimt of the net product should 
be such that the portion of the landed proprietor shall be the best possil^ and die 
state c€ being a landowner preferable to any other state in society.^’ (Dupont, 
P-356.) 

. * If we compare this figure with the total gross revenue of France, valued then at, 
5 milliard francs, it would represent a tax of 12 per cent, which is rather heavy fix* a 
State that was supposed to be governed by the laws of the ^natural order.* The pro- 
portion which the present Froidi Budget bears to the temd revenue of the count^ is 
16 per c<mt. 

The French Budiget of 1781, introduedd by Ncckcr, corre^nded almost exactly 
with the figure given by the Physiocrats, namriy, 610 milHons. Of course, we 01:^^ 
to add to tins tl^ ecclesiastical dues, die seigmortal rights, and the compulsory Jatxiur 
pi every kind, vdiidb were to disappear under the Physiocratic r^[ime. 
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Physiocrats anticipated this objection, and in reply brought forward 
an argument which shows that they possessed occeptionally keen 
economic innght. They aigued that none would feel the burden, 
seeing that no one was really paying it. Land would now be bought 
at 70 per cent, of its former value, so that the 30 per cent, nominally 
paid by the proprietor was in reality not paid by him at all.^ Land 
let at £iOyOOO would be valued at ;(^200,ooo. But with a tax of ^3000 
it h really only yielding ^7000, and its value will be ^(^140,000. The 
buyer who pays this price, despite the fact that he has paid a tax of 
£3000, will enjoy all the revenue to which he has any claim, for he 
can only lay claim to what he has paid for, and he did not pay for 
that portion of the revenue which is affected by the tax. It is exactly 
as if he had only bought seven-tenths of the land, the remaining three- 
tenths being the State’s. And if at some later time this tax should be 
abolished, it would merely mean making him a present of £3000 a 
year — the equivalent of a lump sum of £60,000.* 

The reaso ing was excellent for those buying land after the tax 
had been levied. It had, however, a much wider import than the 
Physiocrats thought, for it might be applied not merely to taxes on 
land, but also to taxes on capital. But this gave little consolation to 
those who were to have the honour of inaugurating the new regime, 
and the first task evidently was to convert them.* 

The sovereign’s position in the main is like diat of the landed 
proprietors, which is in agreement with the Physiocratic conception of 
sovereignty. The landed proprietors and the king in reality form one 
class of fellow landowners, with the same rights, the same duties, and 

^ ^*The tax is a kind of inalienable common property. When prq>netoFs buy or 
seO land they do not buy and sell the tax. They can only dispose of that portion of 
the land whidb really belongs to them, after deducting the amount of the tax. This 
tax is no more a chai^ upon property than is the right of fellow proprietors a burden 
t4»on one’a fxroperty. And so the public revenue is not burdensome to anyone, costs 
nothing, and is paid by no one. Hence, it in no way curtails the amount of property 
whidi a penon has.” (Dupont, Vol. I, pp. 357-358.) 

* In order to give every security to proprietors the Physiocrats were anxious that 
the value of the property, vdien once it was fixed, should vary as little as posrible. 
Baudeau, however, recognized the advhability of periodical revalua^ns **in tnfder 
Um the sovereign power should always share in both the profits and the losses of the 
producer.” And he addresses this important caution to the proprieton: **Take no 
credit to yourselves ibr the increase in the revenue land. The thanks are really due 
to the growii^ efficiency of the sovereign authority*” (F* 708.) 

us observe, in passing, that the terms * taxation’ and ’public revenue’ 
have unfortunatdy become synonymous in the public mind. The term ’taxadon* 
» always us^opular. It impHes a charge that is hard to bear, and whkh every- 
body is ahsious to shirk. The public revenue is the product of ffie soverelgii’s 
property, which is dktinct Srom bm subjects* property.” (Merder de la 
p. 4 $f .) 
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the same reveniies* Hence the sovereign’s interests are comf^tely 
bound up vdtk those of his country.^ 

,The Physiocrats attached the greatest practical importance to their 
fiscal system, and were thoroughly convinced that the misery of the 
people was due to the unequal distribution of the burden of taxation. 
They thought that this was the true source of injustice — in short, that 
this was the social problem. To-day we ascribe misery to unequal 
distribution of wealth rather than to any particular fiscal system, and 
consequently the Physiocratic view seems to us somewhat extreme. 
Still, it was perhaps not so difficult to justify, in view of the frightful 
conditions of fiscal organization under the old regime. 

The objections which a single tax, levied only on the landed intereayt, 
was bound to provoke were not unforeseen by the Physiocrats, nor did 
they neglect to answer them. 

To the objection that it was unjust to place the bmden of taxation 
upon the shoulders of a single class of the nation,® instead of dis- 
tributing it equally among all classes, the Physiocrats replied that the 
statesman’s ideal was not equal taxation, but the complete abolition of 
all taxation. This could only be achieved by taxing the ‘net product.’ 

* Suppose that we agree that the taxes should be paid by some other 
class. The question then is to determine what class of the community 
shoul<ibe chosen. 

Shall we say that the farmer must pay them? But after the ‘net 
product ’ has been deducted what remains for the farmer is just the bare 
equivalent of his original outlay. Consequently, if we take 600 millions 
fiom the farmers by way of taxation there will be so much less capital 
for the land, resulting in a smaller gross product the following year,® 
uxiless they agitate for a reduction of 600 millions in their rents. If 
they succeed this will leave the proprietors in the position of having 

^ **The sovereign takes a fixed amount of the net product for his annual income. 
This amount of necessity grows with every increase of the net product and diminishes 
with every shrinking of the product. The people’s interests and the sovereign’s axe, 
consequently, necessarily one.” (Baudeau, p. 769.) 

* This was the basis of Voltaire’s livdy satire L* Homme ootc qmrtmU dots. It treats 
of a wealthy financier who escapes taxation, and who makes sport of the poor agri- 
culturist who pays taxes for bot^ althou^ his income is cmly forty 4 m. 

® **Such a r^uction of the necessary expenditure must result in dhninished |»roduc- 
don, because there can be no harvest without some amount of preliminary expense. 
You may check your expenditure, but it vnll mean diminishing your harvest — a 
decrease in the one means an equal decrease the other. Such a &tal blow to the 
growth tji populatkm would, in the long run, injure the landed proprietor and the 
sovereign.” (Dupont de Nemours, p. 353.) 

” A fafi In the ^^mditure means a smaller harvest, whkh means diat less will be 
expended upon nudung in^qparation for the naa harvest. Hus cyclical movement 
seems a terrible thing to those who have given it some thought.” (Merckr de la 
Riviere, p. 499.) 
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paid over the 600 millions to the State. But we must also reckon the 
losses and friction incurred in every deviation from the ‘ natural order.’ 
Suppose we decide that the sterile classes should pay the taxes. This 
cla^ is €X kj^thesi ^sterile — ^that is, it produces the exact equivalent of 
VihaX it consumes. To take 600 millions from this class is tantamount 
to a reduction of its consumption by 600 millions, or an equivalent 
limitation of its purchases of raw material. The result would be a 
diminished product in the future, unless the industrial classes succeeded 
in increasing prices by an equivalent amount. Even in that case the 
landed proprietors will have to bear the brunt of it: firstly, they will 
have to reduce their own consumption, and secondly, their tenants’, 
vriiose efficiency will thereby be impaired.^ 

This process of reasoning seems to imply that the revenues of the 
agricultural and industrial classes are not squeezable because they 
represent the indispensable minimum necessary for the expenses of 
production. This seems to be an anticipation of the notorious ‘iron 
law.’ Tuigot’s formtda incisively stating this law, but containing no 
attempt at a justification, is known to most people.* Long before his 
day, however, it had been stated by Qpesnay in terms no less pro- 
nounced, thoii^h perhaps not so well known. * 

It is useless to urge that wage-earners can pay the tax so levied 
upon them, by restricting consumption and depriving themselves of 
liixuries without thereby causing the burden to fall upon the classes 
who pay the wages. The rate of wages, and consequently the 
amoimt of comfort and luxury which wages can purchase, are fixed 
at the irreducible minimum by the action of the competition which 
prevails among them.* 

This is quite a characteristic trait. The author of the ‘natural order,’ 

^ “There would be something to say for thb if the rich repaid them by increased 
vnuges or additional almsgiving. But the poor give to the rich, and so add to their 
misery, already suffidently great. The State demands from those who have nothing 
to give, and directs all its penalties and exercises all its severity upon the poor.’* 
(Turgot, (Bwres, VoL I, p. 413.) 

“It would be better for the landed proprietors to pay it direct to the Treasury and 
thus save the cost oi colicction.” (Dupont p. 352.) 

* “ It might happen— and, imle^ it often docs happen — that the worker’s wi^ is 
only equal to what is necessary for his subsbtence.” (Rijimonsy VI.) 

It is dso possible that Jesus was not formulating a general law when He said that 
we have the pexM- always with us. Turgot likewise wished to state the simple feet, and 
not to draw a genersd condudon. 

*Qpcsnay,iSsowdPf(>^l^msAwwmi^, p. 134.- The argument which follows is rather 
curious. docs not seem to think that a fall in wages even below the 
woidd result in death of many peof^, but simply that it would result in 
tmn to other countries, and that as a consequence of such emigration die 
stq^fdy at Imme would soon kad to hig^ wages being paid— a feirly optmusttc 
concfaidog fear the period. 
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witibout any hfisitation, adnuts that the direct outcome of the estabHah^ 
xnent of that order would be to reduce the life of the wage-earners to a 
level o£ bare subsistence. 

It is also remarkable that in their study of the industrial daases 
wages should have claimed the exclusive attention of the Physiocrats. 
Profits even then were by no means unsqueea^ble, but curioudy 
enough they failed to realize this. Voltaire’s rich banker would have 
p9X>ved embarrassing here. They would have had some difficulty in 
showing how a^reduction of his extravagance could possibly have 
endangered production. But they might have replied that since he 
had so little difficulty in squeezing the 400^000 livrss out of his fdlow- 
citizens he would not experience much more trouble in getting another 
400,000 out of them and paying them over to the State. 

Another objection consists in the insufficiency of a single tax to 
meet all the needs of the State. ‘‘In some States it is said that a third, 
a half, or even three-fourths of the clear net revenue firom all sources 
of production is insufficient to meet the demands of the Treasury, and 
consequently other forms of taxation are necessary.”^ 

In reply to this the Physiocrats would point out that the mere 
application of their fiscal system would result in such an increase in 
the net product that the yield from the tax would progressively grow. 
We must also take account of the economies resulting from the 
simplicity of the tax, and the almost complete absence of expenses oi 
cc^ection. But the most interesting point of all is that they thcHight 
the State should adapt its needs to meet its revenue, and not vice ifersa. 
The great advants^e of the Phyaocratic however, was that it 

was regulated by a natural norm, which gave the amount of the net 
product. Without this, taxation becomes arbitrary.* At bottom the 
system affords a barrier against the autocracy the soverdgn — a 
barrier that is much moire effective than a parliamentary vote. 

One of the disciples of Qiiesnay put the theory to the test of practice. 
The Maigrave o£ Baden had the advant^e of being a prince, and 
he proceeded to experiment on his own subjects. The system was 

* Baudeau (p. 770} pc^ts out the error of confusing the gross revenue with the 
net revenue. Allowance should be made for the cost d cdlecting the revenue, etc. 

* ** If unfortunately it be true that three-tenths of the annual product is not sufficient 
to cover the ordinary expenditure, there is only one natural and reasonable oonchiaon 
to be drawn fr(»n thii, namdy, curtail the eaqienditure.** (Diqiont de Nemouii, 
P* 775 *) 

**Tfae tax must never be aneued in accordance widi Individual caprice. The 
amount is detenmned by die natural order.’* (Duponts ibr d*mi Soma 

ntmtUf.) Neilher thoukl the State, in their o^rion, exceed die limit, because It 
WQtdd mean havu^ leoourse to borrowing, vdilch would moffy m ea n Increased 
deferred taxation. 

C * 
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tried in three communes of his princip^ty, but^ like most sodai 
experiments, failed. In two of the communes it was abandcmed at the 
end of four years. In a third, despite its evil effects, it was prcdonged 
until 1802. The increase in the land tax caused a veritable slump in 
the value of property just when the remission of taxes upon consump* 
tion was resulting in the rapid multiplication of wineshops and beer- 
houses.^ It is unnecessary to add that the failiure of the experiment 
did nothing to weaken the failh of the Margrave or his fellow Physio- 
crat. An experixbent on so small a scale could not possibly be accepted 
as decisive. This is the usual retort of innovators when social experi- 
ntenls prove fsdlures, but we must recognize the element of trudi 
contained in thdr reply. 

But if we wish to see the real results of the Physiocratic system we 
mui^ look beyond the private expeihnents erf a prince. Elsewhere the 
effects were much more far-reaching. 

The fiscal aspect of the French Revolution owed its guiding inspira* 
tkm to thdr ideas. Out of a budget of 500 million francs the Con- 
stituent Assembly decreed that about half of it — ^that is, 240 millions — 
should be got out of a tax levied upon land, equal to a tax of 2400 
nuUmn firancs nowadays; and the greatest part of it was to be raised 
by direct taxation. 

Distrust of indirect taxation, and of all taxes on commodities, is 
also a omsequence of the Physiocratic system — a distrust that is 
boxmd to grow as society becomes more democratic. Most of the argu- 
ments in favour of direct taxation are to be found in the Physiocratic 
writings. But the chief one employed nowadays — ^namdy, that indirect 
taxes often bear no proportion to the amount of the revenue, but wdgh 
heaviest upon those who have least, is not among them. This concern 
about pn^rtionality, which is merely another word for justice, was 
quite foreign to their thoughts.* 

At a later sU^ of this work it will be our duty to call attentiim to 
the enthudasm aroused by this old theory of an irnfiSt umqtu as advocated 
in the wm’ks of an eminent American economist,* who renders homage 
to the Ihydocrats for inspiring him with ideals altogether opposed to 
those of the landed proprietors. And a similar movement under the 
very same name — ^the single-tax sy^em — h still vigorous in the United 
Seater. 


^ $oe Gwvcm’s instructive brochure Un Prince aUemand ^siocrat for a r^umd of 
die Margrave’s corre^xmdence. 

* We ^ad the wiard in mie of Dupont’s letters to Say, Init that is much later. 

* Henry George dedicated his vdume oititled nr Free TrmU to diem 

because he oonddered that they were his masters. But hh tribute loses its point 
somewhat vdien we remember thM he admitted that he had never read tfamn. 
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IV; RfiSUMfi OF THE PHYSIOCJRATIC DOCTRINE. 
CRITICS AND DISSENTERS 

A brief r^sum^ of the contributions made to economic sdence by 
the Physiocrats will help us to realize their great importance. 

From the theoretical point erf view we have: 

1. The idea that every social phenomenon is subject to law, and 
that the object of scientific study is to discover such laws. 

a. The id^ that personal intarest if left to itself will discover What 
is most advantageous for it, and that what is best for the individual is 
abo best for evaybody. But this liberal doctrine had many advocates 
before the Hiysiocrats. 

3. The conception of free competition, resulting in the establishment 
of the ban prix, which is the most advantageous price for both parties, 
and implies the octinction of all usurious profit. 

4. An imperfect but yet searching analysis of production, and <rf 
the various divisions of capital. An excdlent classificadem of iiKM>mes 
and of the laws of their distribution. 

5. A collection of ai^umente which have long since become classic 
in favour of landed property. 

From a practical point of view we have: 

1. The fireedom of labour. 

2. Free trade within a country, and an impasdonate appeal for the 
freedom of foreign trade. 

3. Limitation of the functions of the State. 

4. A first-class demonstration of the superiority of direct taxation 
over indirect. 

It is imjust to reproach the Physiocrats, as is sometimes done, with 
giving us nothing but social metaphysics. A little over^temization 
may prove useful in the early stages of a science. Its very faults have 
some usefulness. We must admit, however, that although their con- 
cation of the * natural order’ supplied .the foundation, or at least the 
scaffolding, for political economy, it became so intertwined with a 
kind of optimism that it nullified the work of the Liberal school, 
especially in France.^ 

^ Lis^ to Merder de la Rtvide: must admire the way m whidi man 

becomes an instrumetit for die happiaess <rf ofoers, and die maimer in whk^ thh 
happiness seems to communicate itself to the whole. Spesking literally, <rf course I 
do not know whether there will not be a few unhappy people even in dds State, but 
dieir nuad>ers wdl be so bw and die lu^Tpy ones will be so mnnerous that we need 
not be much eoncemed about helping them. Ah our mterests and w& wih be finked 
to die interest and whl of the soten^, Idming for our comamn good a haimotiy 
udddi can only be regarded as die work of a kind Psovidenee that vHils that the land 
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But the gx^test gap in the Physiocratic doctrine is the total absence 
of any referent to value, and their grossly material, almost terrestrial, 
conception of production. TTicy seldom mention value, and what 
little they do say is often ccmiused and commonplace. Herein lies the 
source of their mistakes concerning the unproductive character of 
exc:hange and industry, which are all the more remarkable in view of 
the able discussions of this very question by a number of thdr con- 
temporaries. Among these may be mentioned Cantillon,^ who 
resembles them in smne respects and whose essay on commerce was 
publisfaed in 1755; the Abb6 Galiani, who dealt with the question in 
his l^Ua Maneta (1750}; and the Ahh 6 Morellet, who discussed the 
same topic in his Prospectus d*un nouveau dictionnaire du commerce (1769). 
More impmtant than any <rf them, perhaps, is Condillac, whose work 
Du Commerce et du Gouvememmt was unfortunately not published until 
1776; but by that time the Physiocratic system had been completed, 
and thdr pre-eminence well established. 

/Turgot, though one of their number, is an exception. He was 
never a thoroughgoing Physiocrat, and his ideas concerning value are 
xnuch more scientific.* He defines it as ‘‘an expression of the varying 
esteem which man attaches to the diderent objects of his desire,’’ 
This definition gives prominence to the subjective character of value, 
and the phrases “varying esteem” and “desire” give it greater 
precision.* It is true that he also added that besides this relative 
attribute value always implied “some real intrinsic quality of the 
object.” He has firequently been reproached for this, but all that he 

shall be full of happy znezL” (VoL II, p. 638.) This enchanting picture only af^es 
to iitere society viim the ^natural order* will be established. The optimism of the 
F!^l«iocrals is very mudi like the anarchists*. 

^ Very Httte seems to have been known about Gantillon for more than a century after 
htt dea^ But, like all the rediscovered founders of the science, he has received con- 
skiqrride attention for some years past. His influence upon the Physiocrats has 
peth^ been esmggerated. Mirabeau*s earliest book, VAnd des Hmrnnes, vdiich 
appeared just twdve months after CantiIlon*s work, is undoubtedly inspired by 
Cmtillon. No discussion of his work is included in the text because it was folt that 
it ja^tinteifore with the plan of the wosk as already mapped out. There are several 
ardcltt in various reviews which deal widi Cantillon’s work, the eariiest beii^ that 
contributed by Stanley Jevons' to the CaUmporwy Meuiew in 1881. 

* Velem ed Mmmes^ which dates fhnn 17^, and again in his RdUxim* Q]Ltesnay*s 
ooneei^son of value maef be g^foaned fiom his article entitled Hmmm^ which remained 
unpuhihlied for a long ^kne, and has only recendy appeared in the Bmm 
du dastrines deeeetemrree rt soekUeSf Vol. I,No. I. 

^He dflafoa at oonitderalfle <m the distinction b^een estimative value 

(wliatwoiddnowbecalledtifl:^ecthrevalins) and ai^aeciative (m’iocM) value. Hie 
fifi4 depesidh iqm the lunount of time arid trouble we are wxlli^ to saedflee in turder 
toacquiie it. In tfas oeancxioti the notion of labour-value appears. As to iqiipmtap 
dne^vahiCf itillflbai finm the only in bemg an ** av e rag e estsmatsve vidhie.** 
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' meant to say was that ouf desiie al\^y8 implies^ a eartain eoitias^less 
of juc4[ment, which is indisputable unless every judgment b ^dsrdy 
iHusory — and Turgot would never have admitted that 

It is possible that Turgot inspired CbndillaC) and that he hfansdf 
owed hb inspiration to Galiani, whose book, which ap^peared tweuty 
years esorlier, he firequendy quotes. This work contains a very acute 
psydiological analysis of value, showing how it depends upon scarcity 
on the one hand and utility on the other. 

Besides a difference in his genend standpoint, there are other 
considerations which distinguish Turgot from the members die 
Physiocradc school, and it would have been juster to him as well as 
more correct to have devoted a whole chapter to him.^ GesamSY 
speaking, his views are much more modem and more closely akin to 
Smithes. In view of the exigencies of space we must be content to 
draw attention to the principal doctrines upon which he differs from 
the Physiocrats. 

1. The fundamental opposition between the productivity of agri- 
culture and the sterility of industry, if not altogether abandoned, is 
at least reduced in importance. 

2. Landed property is no longer an institution of divine arigin. 
Even the appeal to the “ground expenses” is dropped. As an institu- 
tion it rests merely upon the fact of occupation and public utility. 

3. Movable property, on the other band, holds a prominent place. 
The function of capital is more carefully analysed and the Intimacy 
of interest definitely proved. 

But we must turn to Gbndillac’s book if we want to see how the 
Physiocratic doctrine should be completed and eiqpurgated of its 
errors. Condillac was already well known as a philosopher when, in 
his sixtieth year, he published this new work in 1776. This admirable 
l^k, entitled Le Commerce et le Gowemment considiris relaiioemmt Vm 
A rautre^ contains an outline of most modem problems. The titte 
gives no adequate indication of the character of the wmrk, and possibly 
accounts for the oblivion into which the book has fallen. 

It is a genuine economic treatise, and not a medley dT econmnic and 
political suggestions concerning social science, with an admixture of 
ethics and jurispmdence. Value is regarded as the foundation of the 
science, and the Physiocrats arc thus out-classed Scorn the very first.* 
Value ibclf is considered to be based upon utility, which is stripped of 

^ Turgot, tiiough a of Q^esnsy, remained outtide the Fhytiocratic school. 

He alwi^ re&rred to them comemptiioudy as ‘^the sect.** 

* am so stnKic ‘with thii notion that I timtic it must serve at the basis of this 
whole treatise.** (Chapter L) 
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itB pc^Hilar meamng^ And giveif a sdentiHc connection which it has 
nev^ lost. It no loi^^ implies an intxinsici physical property of 
matter, but connotes a efcgree of correspondence between a emn- 
modity and a given human want. Value is not an attribute of matter, 
but lojaresonls our sense df its usehilness, and this utility is relative to 
our need. It grows or diminishes according as our need expands or 
contracts.” This is die foundation ofthe psychological theory ^value.^ 
But this is not all — ^though a great deal. He clearly realizes that 
udlity is not the only determinant of value; that quantity, t.r., scarcity 
or abundance, also exercises an important influence. With admirable 
judgment he seizes upon the connexion between them, and shows how 
the two statements are united in one, for quantity only influences value 
according as its action upon utility intensifies or weakens demand. 

But since the value of things is based upon need it is natural that 
a more keenly felt need should cndo\v things with greater value, 
while a less urgent need endows them with less. Value increases 
with scarcity a^ diminishes with plenty. In case of plenty it may 
even disappear; a superabundant good will be valueless if one has 
no use for it.* 

Tha could not be put more clearly to-day. Here we have the germ of 
the theories of Jevons and the Austrian school, though it took a long 
time to develop. 

We m^t naturally expect a superior treatment of exchange follow- 
ing upon this new theory of value. If value is simply the satisfaction 
of want, acchange creates two values when it satisfies two needs at 
tim same time. The characteristic of exduingc is tiiat each of the two 
parties yields what it has in superabundance in return for \riiat it 
needs. But what h given up is superabundant, is useless, and conse- 
qcmtly valueless; what is demanded has greater utility, and conse- 
quently greater value. Two men come to market each with a usdess 
thing, and each returns with a usdul one.* Consequently the Fhysio- 
cratic sayh^ that exchange means no gain to anyone, or at least that 
the gain of one only compensates for the loss of the others, is seen to 
be radicdly felse. Tlie Physiocrats — notably Le Trosne — attempt a 
ri^ly, but, fi>r reasons already given, they never succeeded in realizing 
the subjective diaracter of value. . 

* Li Commgree et U (kuvemmeoL P* Psrt I, dsapter i. 

* ^It h not correct to say that the exchanged values are equal; oa the contrary, 

each paitr jeeks tb give a smaller value in exchange for a larger one. The process 
piwes adimiageous lo both; hence, doubdess, die origin of the idea diat the values 
must be equaL But one ought to have come to the conclusion that if mch galnt both 
must have less and obtained more.** |^« 5, 56.) Compare this %ridi die 

qootatkm fomi Ikome, p. 4$, and nom its psychoiogkd superimity. 
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Tim same theory shcHild have carneid ConcUUac a stage 
and helped in the rectification of the Physiocratic error concerning 
production. If value is simply utility and utility itself is just the 
correspondence between things and our demand for them, what is the 
agency that produces this harmony between things and desires? It is 
very seldom that nature succeeds in establishu^ it. ** Nature is fire* 
quently fertile in things we have no desire for and lavish of what is 
useless’’ — a profound remark that ought to have cooled the Physio- 
crats* love of the Alma Parens. “Matter is transformed and made 
useful by dint of human labour. Production means giving new form 
to matter.”^ If this be true, then there is no difference between 
agricultural and industrial production, for they both transform what 
already exists.* 

Moreover, the theory proves very clearly that if artisans and pro- 
prietors arc dependent upon the i^riculturists — ^as, indeed, they are— 
the latter in their turn are nothix^ but artisans. “ If some one asks 
whether agriculture ought to be preferred to manufacture or manufac- 
ture to agricultmc, we must reply that we have no preferences, and 
diat the best use should be made of both.”* 

Lastly, his definition of wages, short as it is, is of immense signifir 
cance. “Wages represent the share of the product which is due to 
the workers as co-partners.”* Wages only ‘represent’ the share that 
is due to the workers. In other words, the wagc-camcr, either throi^h 
want of will or of power, cannot exercise his rightfiil claim to his own 
work, and simply surrenders the claim in return for a money price. 
This constitutes his salary, which is regulated, like every other price, 
by competition between buyers and sellers. Condillac makes no 
rrference to an iron law of wages, but r^ards them as determined by 
the forces of donand and supply. He does, however, hint at the 
implicit alliance which exists between capital and labour.* 

From a practical standpoint also, especially in his defence of firee 
labour and his condemnation of corporations, Condillac is more cate- 
gorical than the Physiocrats. “All these iniquitous privilq;cs,” he 
writes, “have no claim to a place in the order beyond the &ct that 
they are already established.” He is at persis^t as Turgot in his 

^ Le Commerce et le Gowerttement, Part I, chapt^ ix. . 

* **£vefi where the land b covered with products thete is no national xnaterial 
beyond what there was formedy. They have jnst been given a new finm, and wealth 
consists merely of such transformatums.** 

* Ibid.t Part J, chapter xxix* 

* In a study of di wage bargain we find C2 mlel ai a giving ejqpression to si mil a r 
Ic^as, thottc^ i^)parently knowing nothing of Condilkc’s work. 

, * chapter xv, para. 8. 
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jusiSBcation of the takmg interest and in his demand fc»r die d^er- 
mmadoii ot die rate by ccmipetition. Tliis very elegant argument is 
^ployed to show its similarity to exchai^: Exchange implies cmn** 
pensation for ovwroming the drawbacks of dbtance, whether c£ place 
or of time*^ Exchange generally refers to place, interest to time, and 
diis is really die foundation of the modem themy. 


CHAPTER II: ADAM SMITH 

Notwithstandino the originality and vigour displayed by the Physio- 
crats, they can only be regarded as the heralds of the new science. 
Adam Smith, ^ it is now imanimously agreed, is its true founder. The 

^ See Turgot, Mimoirs swr Us pfUs p. X2s: ** In every bargain involving the 

taking of interest a certain sum money is given tsow in exchange for a somewhat 
larger sum to be paid at some future date; difference of time as well as of place makes 
a real difference to the value of money.” Further on he adds (p. 127) ; “The difference 
u familiar to every one, and the well-known proverb ‘A bird in the hand is worth two 
in die bush’ is simply a pqpular way of oppressing it.” 

* The life of Adam Smitih presents nothi^ remarkable. It is easily summed 1;^ in 
foe story of hb travds, his professional activities, and the records Of his fricndihips, 
and axDOS^ foese his intimacy with Hume foe phlksopher has become classical. He 
was bom at Kifocaldy, in Scotland, on June 5, 1723. From 1737 to 1740 he studied 
at foe University of Glasgow under Francis Hutcheson, foe philosopher, to whom he 
bhcame much attached. From 1740 to 1746 he omtinued his studies at iMord, where 
he seems to have worked steadily, chi^y by himself. The intellectual state of the 
university was at that time extximiely Iw, and a number of foe professors never 
delivered any lectures at alL Returning to Scotland, he gave two free courses of 
lectines at E^burgh, one on English literature and t^ ofoer on poUtkal economy, 
in foe course of whiefo be d^ended the principles of commercial liberty. In 1751 
he became Professor of Logic at Gla^^ow, at that time one of the best imiversitxes in 
Europe. Towards the end of foe year he was appointed to the chair Moral Fliilo- 
SO^y, vdifeh included foe four divisions d Natural Theology, Ethics, Jurisprudence, 
and Politics within its curriculum. In 1759 he published ^ TksotX ^ Moral SmU- 
imnts, \foidi speedOy brought him a great reputation. In 1764, when forty yean of 
ag^ he quitted foe professorial chair at Glasgow Univenily ajod accompanied foe 
young Dii^ of fiocdaich, son-tn-law of Cfoaries Townshend, foe celebrated statesman, 
on hb travds abroad. With foe young nobility of fob period foreign travel feequei^ 
tpc^ foe place of a university training, on account of foe dimpu te into which foe latter 
had fall^ Smith was given a pension of ^300 a year for foe rest of hb life, so that 
foe mere material advsmtage was consideraUy in excess of hb earnings as a professor. 
The yean 1764-68 were spent in fob way. A year and a half was passed at Toulouse, 
two xmmfos at Geneva, where he met Vdtaire, and another ten months at Paris. 
While in Parb he became acquainted with foe Phyriocrats, particulariy wifo Tttigot 
mad foe EncydopsDdbts. It was at Toulouse that he b^an hb WmiUt af HmUns. 
Retuiiilxig fo Scotland in 1767, he weMto live irifo hb mother, with foe sole ol^ect 
ofdcvotinghimselftofobwork By 1773 foe bod: was nearly con^te. Bu^Sfdfo 
moved to London, and d» work did not appear till 1776* By fob adnevement Smith 
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appearance c^fais great work on the Wmd^ of Nations in 1776 instanliy 
eclipsed the tentative efforts of his predecessors. To-day the Physio- 
cratic doctrines scarcely do more than arouse historical curiosity^ while 
Smith’s work has been the guide for successive generations of econo^ 
mists and the starting-point of all their speculation. Even at the 
present day, despite many changes in the fundamental principles 
the science, no economist can afford to neglect the old Scots author 
without undiily narrowing his scientific horizon. 

Several reasons account for the commanding position held by tins 


crowned the great celebrity which he already enjoyed. In January 1778 Smith wag 
appointed Commissioner of Customs at Edinburgh, a dbdnguished position which 
he held undl hii death in 1790. 

All that we know of Smith’s charact^ shows him to have been a man of tender 
feelings and of great refinement of character. His absent-mindedness has become 
proverbial. In politics his sympathies were with die Whigs. In religion he associated 
himself with the deists, a sdiool diat was greatly in vogue towards the end of the 
eighteenth century, and of which Voltaire, who was much admired by Smith, was 
the most celebrat^ representative. 

For a long time the only life of Smith which we possessed was die memoir written 
by Dugald Stewart, Account of the Life and Writings of Adam Smithy and read by him in 
1793 before the Royal Society of Edinburgh. It appeared in the Transadions of the 
society for 1794, and was published in volume form in 1811 along with other bio- 
graphies, under the tide of Biographical Memoirs of Adam Smith, Robertson, etc,, by 
Dugald Stewart. To-day we are more fortunate. John Rae in his charming life of 
Adam Smith (London, 1895) has succeeded in brining to light all that we can know 
of Smith and his circle. To him we are indebted for most of the details we have given. 
In 1894 James Bonar published a catalogue of Smith’s library, containing about 2300 
volumes, and comprising about two-thirds of his whole library. A still more hnportant 
contribution to the study of Smith’s ideas has been made by Dr Edwin Cannan, who 
in 1896 published Lectures on Justice, Police, Revenue, end Ams, ddioered in Glasgow by 
Adam Smith, from Notes taken fy a Student in iy 6 g (Oxford). This represmts die course 
of lectures on political economy delivered by Smith while pre^essor at Glasgow. A 
manuscript copy of the notes taken in thb course by a student, probaldy in 1763, 
was accidentally discovered by a London solicitor in 1876. These notes were in 1895 
forwarded to Cannan for publication. They are especially precious in helping 
us to understand Smith’s ideas before his stay in France and his meeting with the 
Physiocrats. Of the numerous editions of the Wealth of Nations whidi have hitherto 
been published, the more important are those of Buchanan, McCulloch, Iborold 
Rogers, and Nicholson. The best critical edition is that of Dr Cannan, published in 
1904 by Methuen, containing very valuable notes. This b the edition we have used. 

In 1937 a very valuable addition was made to our knowledge of the life mid 
family of Adam Smith by W. R. Scott, who, on the sKXHh anniversaiy of ^nith’s 
matriculation at Glasgow University, publish^ a large volume entitled Adan Smidt 
as Student and Professor (Glai^ow, 1937, 445 410). Its contents indude, besidm 

unpubibhed letters, a document oi very great valuta summary of Smith’s oconomfe 
id^, ccm^nled by himself and omt, about the year 1780, to Charles Townshend. 
Thb manuscript contains an admirable account of the division of labour, even more 
interesting than tiut given in The Wealdi of Nations, and allows us a glimpse of die 
mitire sodologtca! and phUotophical range ascribed by ^^th to the division of labour 
as the feundatimi of the wealth of human sodeties. Tho manuscr^t was rechiGoversd 
by Scott among the papers pres«ved in one of the reridences of the late Dul^ of 
Bucdeudi. 
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boc^ — a position Aviiich no subsequent treatise has ever successfully 
rivalled. 

First is its supreme literary charm. It is above all an interesting 
book^ bristling with facts and palpitating with life. The burning 
questions of the hour^ such as the problems presented by the colonial 
r^^ne, the trading companies, the mercantile system,, the monetary 
question, and taxation, supply the author with congenial themes for 
his treatment. His discussion of these questions is marked by such 
mastery detail and such balance of judgment that he convinces 
without effort. His facts are intermixed with reasoning, his illustra* 
tions with argument. He is instructive as well as persuasive. Withal 
there is no trace of pedantry, no monotonous reiteration in the work, 
and the reader is not burdened with the presence of a cumbersome 
l(^cal apparatus. All is elegantly simple. Neither is there the slightest 
suggestion of the cynic. Rather a passion of genuinely human 
sympathy, occasionally bordering upon eloquence, breathes through 
the pages. Hianks to rare qualities such as these we can still feel 
something of the original freshness of this old book. 

In addition to this. Smith has been successful in borrowing from 
his predecessors all their more important ideas and welding them into 
a more genaral system. He superseded them because he rendered then- 
work useless. A true social and economic philosophy was substituted 
for Acir fragmentary studies, and an entirely new value given to their 
contributions. Taken out of their isolation, they help to illustrate his 
gei^al themy, becoming themselves illuminated in the process. 

Like most great writers, Smith knows how to borrow without im- 
pairing Ms originality. Over a hundred authors are quoted in his 
book, though their names are not always mentioned. Some, at least, 
ci the writers who exercised such influence over him, and opened up 
the path which he afterwards followed, deserve more than a passing 
rcfrsrcncc. 

The first place amoi^ these belongs, perhaps, to Hutcheson, Smith’s 
predecessor in the chair ofMoral Philosophy at Glasgow. The divisions 

the subject are almost identical with those given by Hutcheson, and 
many of Smith’s best-known theories can be traced in the SysUm of 
M^ral Philosophy published by Hutcheson in 1755, but wMch we know 
was written long before. Hutcheson laid great streai upon the supreme 
inaportance of division of labour, and his views on such questions as 
the orig^ and variations in the value of money and the possibility of 
com or lalfour afiTording a m<m stable standard of value clmdy 
resemUe those of the Wealtii of Nations. 

David Hume is a near second. Smith refers to him as "by fistr the 
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most illtistrioiM philosopher and historian of the present and 

from 1 752 <mwaid they were the closest of friends, Hume was abeiuiy 
the author of some essays on economic questions, the most imp<Htaiit 
among them dealing with money, foreign trade, the rate of imerest, 
etc. These, along with several other writings, were published in the 
Political Discourses in 1752, Hume^s examination of these problems 
displays his original penetrative thought, and there is evident the 
profrmdity and lucidity of treatment characteristic of all his writix^. 
The absurdity of the Mercantile policy and of interfering with the 
natural tendency of money to adapt itself to the needs of each emn* 
munity, the sophistry of the balance of trade theory, and the impious 
consequences resulting frean commercial jealousy among nations are 
exposed with admirable force in these essays. No doubt the essays 
left a great impression upon Smith. He quoted them in his lectures 
at Glasgow, and Hume consulted him before bringing out a second 
edition. It is true that Smith eventually became the stauncher Liberal 
of the two. Hume, in his essay on the Balance of Trade^ recognized the 
legitimacy of certain protective rights which Smith wished removed 
altogether. Still, it was to Hume that Smith owed his cemversion to the 
Liberal faith. 

On this matter of commercial liberty there was already, towards 
the end of the seventeenth and the b^inning of the eighteenth cen- 
turies, a small but a growing band of Mercantilists who had begun to 
protest against the irksomeness of the Customs regulations. They were, 
of course, still largely imbued with mercantile prejudice, but they are 
rightly classed as ‘"liberals.” Just as in France Boi^uillebert had 
foreshadowed the Physiocrats, so in England Child, Petty, Tucker, 
Dudley North, and Gregory King had been preparii^ the way for a 
more liberal policy in foreign trade.^ 

In addition to Hutcheson and Hume one other writer must be 
mentioned in this connexion, namely, Bernard de Mandeville. He 
was not an economist at all, but a doctor with conridemble philo- 
sophical interests. In 1704 he had published a poem, which, along 
with a munber of additions, was republished in 1714 under the tide 
of The Fable of the Bees; or. Private Vices Public Ben^. The fundama:ital 
idea of the book, which caused quite a sensation at the time, and 
which was sensed by mder of the Government, is that civilization — 
understanding by that term not only wealth, but also the arts and 
sciences — n the outcome, not of the virtues of mankind, but of what 

^ WeM tf Maims (Cannim’s edidon), VoL II, p. 275. 

* On thh pesnt, as on «U that concerns McrcitfitiTism, see Hedochcr’s book whh 
that title, publish^ in Swednh in 1931 and since translate into German and BngK i h . 
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Muniievilie calb its vices; in other words, that the dedre tor wdl- 
bdng, luxury, and all the pleasures of li& arises from our 

natuxtd wants. Hxe hook was a sort of s^logy for the natural man 
and a criticism of the virtuous. 

Smith mtidzed Mandeville in his TTieaiy of Morrd SentimmtSy^ and 
rcproadied him particularly for referring to tastes and denies as vices 
though in themselves they were nowise blameworthy. But despite his 
eridcinn Mandeville’s idea bore fruit in Smith’s mind. Smith in his 
turn was to reiterate the bdief that it was personal interest (in his 
opinion no vice, but an inferior virtue) that unwittingly led society in 
tte paths of well-bdng and prospmty. A nation’s wealth for Smith 
as well as for Mandeville is the result, if not of a vice, at least of a 
natural instinct which is not itself virtuous, but which is bestowed 
upon us by Providence for the realisation of ends that lie beyond our 
fruthest ken. 

Such are the principal writers in whose works we may find an out- 
line df some of the more important ideas which Smith was to incor- 
porate in a true system. 

Mere systematization, however, would not have given the Wealth of 
Nations its unique position. Prior to Smith’s time attempts had been 
made by Quesnay and the Physiocrats to outline the scope of the 
science and to link its various portions together by means of a few 
general principles. Although he was not the first to produce a con- 
nected scientific treatise out of this material, he had a much greater 
measure of success than any of his predecessors. 

Smith owed much to the Physiocrats, but be had little personal 
acquaintance with them beyond that afforded by his brief stay in Paris 
in 1765. S^ht as the intimacy was, however, there is no doubt about 
the influence they had upon him. It is also very improbable that he 
had read all their works: Turgot’s Reflexions, for example, written in 
1766, but only published in 1769-70, was probably not known to him. 
&it fiiequent perscmal convexse with both Turgot and Qpesnay had 
helped him in acquiring precise first-hand knowledge of their views. 
We can easly guess which ideas would attract him most. 

On one point at least he had no need to be enlightened, fm^ in 
the matt^ of economic libersdism he had long been known as a 
dm^ty ehampaon. But the ardent £uth of the Physiocrats must have 
ftnmgthened his own belirf very considerably. 

On'riie other hand, it appears that he borrowed from the Physto- 
crals the important idea concerning the distribution of the annual 

^ CSispterivofsec. U of the 7th part of die Vieoiy of Mord SentimetOs u Of 
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revenue between tbe various classes in the nation. In his lectum at 
Glasgow he scarcely mentions anything except production^ but in the 
Wealth of Nations an important place is given to distribution. . The 
difference can hardly be explained except upon the hypothesis of 
Smith’s growing acquaintance with the Tableau 4corumdque and the 
theory of the ‘net product.’ 

But admitting that he borrowed what was most characteristic and 
most suggestive in their teaching, his treatment of its many compli- 
cated aspects is altogether superior to theirs. The Physiocrats were so, 
impressed by the importance of agriculture that they utterly failed to 
see the problem in its true perspective. They scanned the field through 
a crevice, and their vision was consequendy narrow and limited. 
Smith, on the other hand, took the vfholc field of econmnic activity 
as hb province, and surveyed the groimd firom an eminence where the 
view was clearest and most extensive. 

The economic world he r^;arded as a vast workshop created by 
division of labour, one universal psychological principle — ^the desire of 
every one to better his lot — supplying unity to its diverse phenomena. 
Polidcal economy was at last to be based, not on the interests of a 
pardcular class, whether manufacturing or agricultural, but upon a 
consideradon of the general interest of the wh<de community. Such 
are the directing principles that inspire the whole work, the guiding 
lines amidst what had hitherto seemed a mere chaos of econonuc 
facts. ContenqxMraries never counts upon the difficulties which the 
new science was boimd to encounter, so great was their enthusiasm 
at having a fixed standpoint fi:om which for d^ first time the complex 
interests of agriculture, industry, and commerce mig^t be impartially 
surveyed. With Smith the study emerged* firom the ‘system’ stage and 
became a science. 

Our examination of Smith’s views will be grouped around three 
points: 

(I) IHvision of labour. 

(II) The ‘natural’ organization of the economic world under the 
influence of personal int^est. 

(III) Liberalism. 


I: DIVISION OF LABOUR 

It was Qpesnay who had propounded the theory that agriculture 
was tl^ source of all wealth, both the State’s and the individual’s.^ 
Adam Smith seized i:qH>n the phrase and sought to dbprove it in his 
, ^ Oncken^s edition, p. 331. 
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apemog sentence by giving to wealth its true origin in the general 
activity of society. 

The annual labour of every nation is the fund which originally 
supplies it with all the necessaries and conveniences of life which 
it annually consumes, and which consist always either in the imme- 
diato produce of that labour or in what is purchased with tluM: 
produce firom other nations. 

Labour is the true source of wealth. When Smith propounded this 
cdebrated theory, which has given rise to so many misunderstandings 
rince, it was not intended that it should minimize the importance of 
natural forces or dqjrcdatc the part which capital plays in production.^ 
No one, except periiaps J. B. Say, has been more persistent in empha- 
smng the importance of capital, and to the land, as we shall presently 
see, he attributed a special degree of productivity. But from the very 
outset Smith was anxious to emphasize' the distinction between his 
doctrine and that of the Physiocrats. So he definitely afiirms that it is 
human activity and not natural forces which produces the mass g[ 
commodities consumed every year. Without the formeris directing 
energy the latter would for ever remain useless and fruitless. 

He is not slow to draw inference from this doctrine. Work, em- 
ployed in the widest sense, and not nature, is the parent of wealth — 
not the work of a single class like the agriculturists, but the work of 
aU dasscs. Hence all work has a claim to be regarded as productive. 
The nation’s annual income owes something to every one who toils. 
It is the result of their collaboration, of their “co-operation,” as he 
calb it. There is no longer any need for the distinction between the 
steile and the productive classes, for only the idle are sterile. 

A nation is just a vast workshop, where the labour of each, however 
diverse in chmacter, adds to the wealth g[ all. Tlic passage in which 
Adam Smith expresses this idea is well known, but no apology is 
needed for quoting it once again.* 

What a variety of labour too is necessary in order to produce the 
tools of the meanest of those workmen! To say nothing of such 
complicated machines as the ship of the sailor, the mill of tiie fuller, 
or even the loom of the weavw, let us consider only what a variety 
of labour is requisite in order to form that very simple machine, Ike 

^ The tlmry that dim are three fzeum of production, whidi has smee become a 
co mmonp lace of economics, is not to be Hcmnd in l&nith. Indirectly, however, it was 
he who origioated the idea by distinguishixig in hts treatment of distribution between 
the various sources of revalue. The disthicdon once made, it was qui^ natural to 
consider eadir source as a factot o$ productum; and this h just what J. B. Say dkl in 
hh T»«altsr(asided.,€hap^ Caxmm*M Hishiy af thi TlmHes ^ 

ih»amiI>isMuiion,p. 

* WmM ^ Mdkm, B<x>k I, ^pter i; Cknnan^s e^don, VoL I, pp. 13-14. 
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shears with which the shepherd clips the wool. The the 

builder of the furnace for smelting the ore, the feller of the timber, 
the burner of the charcoal to be made use of in the smelting-house, 
the brick-maker, the brick-layer, the workmen who attend the fur- 
nace, the mill-wright, the forger, the smith, must all of them jean 
their different arts in order to produce them. Were we to examine, 
in the same manner, all the different parts of his dress and household 
furniture, the coarse linen shirt which he wears next his skin, the 
shoes which cover his feet, the bed which he lies on, and all the 
different parts which compose it, the kitchen-grate at which he pre- 
pares his victuals, the coals which he makes use of for that purpose, 
dug from the bowels of the earth, and brought to him perhaps by a 
long sea and a long land carriage, all the other utensils of his latchen, 
all the furniture of his table, the knives and forks, the earthen or 
pewter plates upon which he serves up and divides his victuals, the 
different hands employed in preparing his bread and his beer, the 
glass window which lets in the heat and the light, and keeps out the 
wind and the rain, with all the knowledge and art requisite for pre- 
paring that beautiful and happy invention, without which these 
northern parts of the world could scarce have afforded a very com- 
fortable habitation, together with the tools of all the different work- 
men employed in pr^ucing those different conveniencies; if we 
examine, I say, all these things, and consider what a variety of 
labour is employed about each of them, we shall be sensiUe that 
without the assistance and co-operation of many thousands, the very 
meanest person in a civilized country could not be provided, even 
according to, what we very fabely imagine, the easy and simple 
manner in which he is commonly accommodated. 

Division of labour is simply the spontaneous realization of a particu- 
lar form of this social co-operation. Smith’s peculiar merit lies in 
placing this fact in its true position as the basb of his whole work. The 
book opens upon this note, whose economic and social importance 
has been so frequently emphasized since that it sounds almost common- 
place to-day. 

This division of labour effects an easy and natural combination of 
economk efforts for the creation of the national dividmd. Whereas 
animals confine themselves to the direct satis&cdon of their individual 
needs, ^ men produce commodities to exchange diem frir others more 
immediately desired. Hence there results for the community an enor- 
mous increase d wealth; and division of labour, by establishing the 
co-operation d all for the satisfaction of the desires of each, beoimes 
the true source of progress and of well-bdng. 

^ **Ia almost evory other race of animals each indivklual, when it is grown up to 
tnaturity, is entirdy indepaodent, and in its natural state has occasion for ^ assistas^ 
of no olto living creature.** {W$M ^ XatmSf Book I, chapter ii; Ca nnan , Vol. t, 
p. i6.) 
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In oacd&c to iQustrate the growth in total production as the outc<»ne 
of division of labour, Smith gives an example of its effects in a par- 
ticular industry. “ The effects of the division of labour, in the general 
business of society, will be more easily understood by considering in 
what mann^ it operates in some particular manufactures.^’ It is in 
this connexion that he innoduces his celebrated description of the 
manu&cture of pins. 

A workman not educated to this business (which the division of 
labour has rendered a distinct trade), nor acquainted with the use 
of Ae machinery employed in it (to the invention of which the same 
division of labour has probably given occasion), could scarce, 
porhaps, wiA his utmost industry, make one pin in a day, and cer- 
tainly could not make twenty. But in Ae way in which thii business 
is now carried on, not only Ac whole work is a peculiar trade, but 
it is Avided into a numbed of branches, of which Ae greater part 
are likewise peculiar trades. One man draws out Ac wire, anoAer 
straights it, a third cuts it, a fourA points it, a fifA grinds it at Ae 
t<^ for recdvii^ Ae head; to make Ac head requires two or three 
distinct operations; to put it on, is a peculiar business, to whiten 
Ac pins is anoAer; it is even a trade by itself to put Aem into Ac 
paper; and Ae important business of making a pin is, in thb manner, 
A^cd into about eighteen distinct operations, which, in some 
manufactories, are all p^ormed by Astinct hanA, Aough in oAers 
Ae same man will sometimes p>erfbrm two or three of them. I have 
seen a small manu&ctory of this kind where ten men only were em- 
ployed, and where some of Aem consequently performed two or 
thiw distinct operations. But Aough they were very poor, and 
tlmrefiMe but indifferently accommodated with Ae necessary 
machinery, Acy could, when Aey exerted Aemselves, make among 
Aon about twelve pounA of pins in a day.^ 

Such is Ae picture of man as we find him in society. Division of 
labour and exchange have resulted in augmenting production a 
hundredfold, and Aus increasing his well-being, whereas left to himsdf 
be could scarcely supply his most urgent neeA. 

In a subsequent arralysis SmiA ascribes Ae gain resulting firom 
Avbion of labour to three principal causes: (i) Ac greater dexterity 
acquired by each workman when confin^ to one particular task; 
(2) Ae economy of time achieved in avAding constant change of 
ocospation; (3) Ae number of inventions and improvements which 
sc^gest tfaemsdves to men absorbed in one kind of wmrk. 

CMtidsm has been levelled at SmiA for his omission to mentum 
Ae disadvantages of Avision of labour which might possibly counter- 
balii^ its many advantages. Ihe oinission is Ae result of lAxneAod 
of treating Ae whole question, and it is not of much real importance. 

^ WuM qf Book I, chapter i; Canaan, VoL I, pp. 6-7. 
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The disadvantages^ moreover^ were not altogether lost s^t of, mid It 
would be difScuit to find a more eloquent plea for some coimteractii:]^ 
influence than that which Smith puts forward in the fifth bode erf the 
W4alth of Nations, “In the progress of the division of labour,” he 
remarks 

the employment of the far greater part of those who live by labour, 
that is, of the great body of the people, comes to be confeed to a 
few very simple operations; fiequently to one or two. But the man 
whose whole life is spent in performing a few simple operations, of 
which the effects too are, perhaps, always the same, or very nearly 
the same, has no occasion to exert his understanding, or to exercise 
his invention in finding out expedients for removing difficulties which 
never occiu*. He naturally loses, therefore, the habit of such exertion, 
and generally becomes as stupid and ignorant as it is possible for 
a human creature to become.^ 

This passage seems in contradiction with the ideas expressed above. 
At one moment constant application to one particular kind of work 
b regarded as the mother of invention, at another the unremitting 
task b branded as a fertile cause of stupefaction. The contradiction b, 
however, more apparent than real. An occupation at first stimu- 
lating to the imagination may, if constantly pursued, result in mental 
torpor. Smith’s conclusions are at any rate interesting. In order to 
remove the inconveniences resulting from over-specialization he 
emphasizes the need for bringing within reach of the people, even of 
imposing upon them, a system of education consbting of the three R’s* 
—such education to be supplied through institutions partly supported 
by the State. We can imagine the shock which such heterodoxy must 
have given to the prophets of Udssezfaire, Fortunately it was hot the 
only one they had to bear. 

Smith next proceeds to indicate the limits of thb division of labour. 
Of such limits he mentions two: (i) In the first place it must be limited 
by the extent of the market. 

When the market b very small, no person can have any en- 
couragement to dedicate hunself entirely to one employment, for 
want of the power to exchange all that surplus part erf the produce 
of hb own labour, wdiich b over and above hb own a>nsumption, 
for such parts of the produce of offier men’s labour as he has occasion 
for.* 

^ WttM qf NaUmf Book V, chapter i. Fart III, art. a; Cannan, Vol II, p. 267. 
t h mall expence die public can fa c i li t a t e, can encourage, and can even 
in^iaie u^on almost the whde bo^ of the peofde, necesnty of acquirtz^ those 

nmt.eiimdal parts of educatba.’* (i^, Bo^ V, 1, Part HI, art a^ VoL II, 

p. 270.) 

* /kid., Book I, chapter iii; WcL I, p. 19. 
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Thfa is why foreign trade, including trade with the colonics, by extend- 
ing the market for some products is favourable to further division of 
labour and a forther incr^sc of wealth. (2) The other considoiation 
whidb, according to Smith, limits division of labour is the quantity of 
capital available.^ The significance of this observation is not quite so 
obvious as that of the former one. Here it seems to us that a con- 
clusion drawn from one particular trade has been applied to industry 
as a whole. It may be true of a private manufacturer that he will be 
able to push technical division of labour further than any of his rivals 
provided he has more capital than they; but taking society as a whole 
it is clear that the existence of division of labour enables the same 
product to be produced with less capital than is necessary for the 
single producer. ‘ 

Such b an outline of Adam Smithes theory of division of labour — a 
theory so familiar to every one to-day that we arc often unable to 
realize its importance and to appreciate its originality, and thb despite 
the fact that certain sociologbts like Durkheim have hailed it as 
supplying the basb of a new ethic. Juxtaposed with the Physiocratic 
theory, it b not very difBcult to realize its superiority. 

To the Hiysiocrats the economic world was a hierarchy of classes. 
The agriculturist in some mysterious way bore the “whole weary 
weight of thb unintelligible world*’ upon hb own shoulders, giving to 
the other classes a modicum of that sustenance which he had wrested 
from the soil. Hence the fundamental importance of the agricultural 
classes and the necessity for making the whole economic system sub- 
ordinate to them. Adam Smith, on the other hand, attempted to get 
a view of production as a whole. He regarded it as the result of a 
sarits of joint undertakings engineered by the various sections of 
society and linked together by the tie of exchange. The progress of 
each section b bound up with that of every other. To none of these 
classes b entrusted the task of keeping all the others alive; all are 
equally indispensable. The artisan who spares the labourer the task 
of building hb house or of making hb shoes contributes to the accumu- 
lation of agricultural products just as much as the ploughman who 

^ **A8 the accumulation of stock must, in the nature of things, be previous to the 
divisiQn of labour, so labour can be more and more subdivided in proportion only as 
stock bpiKVioudy more and more accumulated.*’ B^ll, Intr^.; 

Caiman, I, p. 259.) It b true that in another passage he qpeab d the quantity of 
stock whidi can be employed in any bruuk of business depending very much upon 
of the labour which can be onpkyyed tnit. (iW., Book 1 , chapter x. Part II; VcL I, 
p. 137.) But thb ohsemition mnains boJated, while the hrmer r epre s e n ts hb true 
teadblfig. 

Cannan’s peneumting critkbm of fob idea of Smith’s in Timms of Fro^m^ 
mi Diskihaimf pp* 80-83. 
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frees the artisan from turning the furrow or sowing the seed. The 
progress of national wealth cannot be measured in tcnns of a nngle 
net product; it must be estimated by the increase in the whole maas trf 
commodities placed at the disposal of consumers. 

One very evident practical conclusion follows; namely, that taxa- 
tion should fall, not upon one class, as the Physiocrats wished, but 
upon all classes alike. As against the impdt mnquey Smith advocates 
multiple taxation which shall strike every source of revenue equally, 
labour and capital as well as land; and the fundamental rule which 
he lays down is as follows: **The subjects of every State ought to 
contribute towards the support of the Government, as nearly as 
possible, in proportion to their respective abilities; that is, in propor- 
tion to the revenue which they respectively enjoy under the protection 
of the State.”^ This is his famous maxim of equality so frequently 
quoted in every financial discussion.^ 

It is very curious that Smith should have failed to make the best 
possible use of this theory. Its full significance was lost upon him. 
The theory of division of labour alone was sufficient to dispose of the 
whole Physiocratic system. Nevertheless, in the last chapter of Book IV 
we find him still valiantly struggling to disprove the conclusions of the 
Physiocrats, by the aid of arguments not always very convincing. 
Forgetting his principle of division of labour, he even adopts a part of 
their thesis and finds himself entangled by the invalid distinctions 
which they had drawn between productive and unproductive workers. 
He simply gives another definition and describes as unproductive all 
works which ‘‘perish in the very instant of their performance, and 
seldom leave any trace or value behind them for which an equal 
quantity of service could afterwards be procured.”® All these services, 

^ This is the fint of the four celebrated maxims in Smithes theory of taxatkm. 
are the other three: ** (ii) The tax which each individual is bound ^o pay ought to be 
certain and not arbitrary. The time of payment, the manner of payment, the quantity 
to be paid, oxight aU to be dear and plain to the cmitrilaitor, and to every other 
person, (iii) Every tax ought to be levied at the time, or in the manner, in which it 
is most likely to be convenient for the contributor to pay it. (iv) Every tax ought to 
be so contrived as both to take out and to ke^ out of the poclrets d* the people as 
little as possiHe, over and dbove what it brii^ into the public tresaury of tl^ State,*^ 
( WiM NaHonSy Book V, chapter ii, Part II; Gannan, Vol. II, pp. 310-311.) 

® This rule of payment according to ability did not prevent his pronoqncing in 
another paragriq >h in favour of progressive taxatkm. This is an imttance of a want of 
logic frequently evidenced in his writings. Speaking of taxes upon rent, he remarks 
that they weigh more heavily upon ikh than upcm poor, because the form^ in pro- 
portion to their income iq>end more upon house rent than the latter. But *’it is not 
very umeasohable diat rich should contribute to the putdic expence, not only in 
proportioii to thdr revenue, but something more than in that proportion.*’ 

Book V, chapter ii, Part n, ait. I ; Vd. II, p. say.) 

• iWd., Bo^ II, chapter Bi; Vol, I, p. 314. 
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which comprise the labours of domestic servants, of administrators and 
magiMrates, soldiers and priests, of counsellors, doctors, artists, 
autWs, musicians, etc.. Say classed tc^ether as ‘immaterial products.* 
By restricting the term ‘productive* to material objects only, Smith 
gave rise to a very useless controversy on the nature of productive and 
unproductive works — a controversy that was first taken up by Say 
and revived by Mill, but which to-day seems to be decided against 
Smith, thanks to a more exact interpretation of his own doctrines. It 
is, indeed, quite clear that all these services constitute a part of the 
annual revenue of the nation, and that ‘production’ in a general sense 
would be diminished if some persons did not exclusively devote them- 
selves to the performance of such tasks. 

After criticizing the Physiocratic distinction drawn between the 
wage-earning clai^tes and the productive, Smith immediately admits 
that the labour of artisans and traders is not as productive as that of 
farmers and agricultural labourers, for the latter not only return the 
capital employed by them tc^ether with profits, but they also furnish 
the proprietor with rent.^ 

Whence this hesitation on the part of Smith? Where did he come 
by the idea oS the special and superior productivity of agriculture? An 
attempt to account for it may prove interesting, and it will help us to 
give Smith his true place in a history of economic doctrines. 

Notwithstanding his recantation. Smith was never quite rid of 
Physiocratic influence. Writing of the Physiocratic system, he des- 
cribed it as perhaps “the nearest approximation to the truth that has 
yet been {niblished.”* So indelible was the impression which the 
niysiocrats left upon him that both they and their doctrines, even 
whm the latter are directly opposed to his own, are always spoken of 
with the greatest rcqjcct. The most important evidence of their power 
over him is the theris just mentioned which he attempted to defend, 
namdy, that between agriculture and other industries lies an essential 
distinction, because in industry and commerce the ftnrces of nature are 
never brought into play, whereas in agriculture they always coUa- 
IxHate with man. “No equal quantity of productive labour employed 
in manufactures can ever occasiem so great a reproduction. In ibtm 

^ mod country kbouren, iirieed, over and above the stock which mam- 

taiai and emidoys them, reprodim annuaHy a neat produce, a free rent to the land- 
had. As a marriage which affords three children is certainly more productive than 
one which ailhads only two; so die labour &rmers and country labourers is certainly 
mo r e p po ^ edve than that eff metdbants, artificers, and m a nu htc t ureis. Thesuporior 
fMO^iiee of throne das^ however, dom not render the other barren or ils^iroduc^.’’ 
(WmM Book iV, dumpier ix; Gannan, Voi II, p. 173.) 

Book IV, chapter ix; Vcd. II, p. 176, 
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nature does nodiing; man do^ all; and the rqmxluctkai mu^ always 
be in proportion to the strength of the agents that occasion it.**^ We 
almost think we are dreaming wiien we read sudi things in the work of 
a great economist. Water, wind, electricity, and steam, arc they not 
natural forces, and do they not co-operate with man in his task of 
production? 

Gonsideratiems such as these were allowed to pass quite unheeded, 
and Simth persisted in his error because he believed that this new 
doctrine furnished him with an explanation of rent, that strange exugma 
which had puzzled English economists for so long. How was it that 
while oAer branches of production gave a return only sufficient to 
remunerate the capital and labour employed, agriculture, in additiim 
to these two revenues, yielded a supplementary income known as rent? 
It was because “in agriculture nature laboius along with man: and 
though her labour costs no expence, its produce has its value as well 
as that of the most expensive workman.” Thus “rent may be con- 
sidered as the produce of those powers of nature, the use of which the 
landlord lends to the former.”* Had Smith arrived at a true theory 
of rent this recourse to the natural powers of the soil to furnish an 
explanation oi the proprietor's revenue would have been quite un- 
necessary, and in all probability he would not have so easily accepted 
the idea of the special productivity of the soil. But this folse omcep- 
tion of nature has persisted in economic theory, and in it Smith 

* Wealih ^ /faimsy Book II, chapter v; VoL I, p. 344. 

* IbuL Note that in this, as in other mattezs, Smith entertains more than one 
opinion. In other passages in the same work he regards rent as a mon<q>oly |»ke 

** enters into the composition of foe price of cmnmodities in a different way fiExxm 
wages and profit. High or low wages and profit, are the causes of high or low price; 
high or low rent is foe effect it It is b^use high«or low wages and profit must 
he paid. In order to bring a particular commodity to market, that its price is htg^ 
or low. But it is because its price is hig^ or low; a great deal more, or very little 
more, or no mor^ than what is sufficient to pay those yngca and pnffit, that it 
afforfo a high rent, or a low rent, or no rent at aU.” (IhuL, Bodt I, chapter xt; 
VoL I, p. 147.) 

It is impossible to recondle these statements. In the one case rent is regarded as a 
constituent elem^t of price, in the other it is foe effect of price. 

In foe firit editkm tim ccmtradktkm was sdB more evidem. In that edition rent, 
along with profit and wages, was treated as a third determinant of vahie. (See 
Gang’s edidon, Vol. I, p. 51, note 7.) Ihe paragraph was dieted fitxn foe second 
edition, and rent was treated merely as a coQ^onent pint of foe price. Ihismodifica- 
tion was perhaps tl« outcome of a letter written by Hume to l^sifo on April r, 1776, 
after he had read foe WuM Jialms for foe first ttn^. **I cannot t hink, ** says 
Hunie> **foat foe rent of feimt makes any part of foe price of foe produce, but that 
foe price Is determined altogether by quantity and foe denial” (Cb^oted by 
Rae in hk Lffif ^ Adam .SSpn^, p. a^.) The eddbrated co nt ro ve rsy as to tfoefoer 
rent enters into prices is not a foii^ of yesterday. Its ortgtn dates firom foe birth of 
pbtidcal economy itself, and it wffi |»obabiy only die with it. 
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thoui^t he saw an additional reason for adhering to those errors which 
the Physiocrats had first induced him to commit.^ 

Apart firom his personal attachment to the Physiocrats we must also 
remember that Smith more than shared their predilection for agri« 
cidture. 

Nothing can be more incorrect, thou^ it is frequently done, than 
to rq[ard Smith as the prophet of industrialism and to contrast him 
with the Physiocrats, the champions of agriculture. When the Wealth 
of Nations appeared in 1776 the economic transformation known to 
history as the Industrial Revolution, which consisted in the rapid 
substitution of machine production for the old domestic regime, had 
as yet scarcely begun. Hargreaves and Arkwright had doubtless some 
invoitions to their credit. The one had produced the spinning jenny 
fo 1765, and the other had perfected the water firame in 1 767, improve- 
ments that had given considerable impetus to ^e cotton trade. James 
Watt,* who was known to Smith, took out a patent for a steam-engine 
in 1769. But these inventions were as yet quite novel, and required 
time before they could modify the industrial system. The more im- 
portant among them, Crompton’s “mule”* and Cartwright’s weaving 
machine, w«e as yet of the future. These dates are significant; they 
prove conclusively that the Industrial Revolution had scarcely begun 
wboi Smith’s great work appeared. Moreover, several of the more 
impmtant themes treated cS in the Wealth of Nations may be dis- 
covered in the course of lectures which Smith delivered at Glasgow 
about 17599 so that it is quite impossible to establish anydiing like an 
exact connexion between the Industrial Revolution which was just 
b^;mning and the ideas embodied in the Wealth of Nations. One 

^ Hh error a pardy due to the foci that he failed to distinguith betweoi the prdits 
of the enireprenm and the interest of the capitalist. Both with Smith and with hk 
successors the word ^profit’ signified a twdbld revenue, and thk was perfectly correct 
so long as nOr^mnar was also a capitalkt. The word * interest* was reserved for 
the income of diat person who Imt capital but who did not himsdf produce anything. 
The revenue “derived frenn stock, by the person who manages or employs it, is caBed 
pn^t. That derived horn it by the person who does not employ it himself, but lends 
it to another, is called the mterest or d^s use of money.** (Wealth pf Nahms^ Book I, 
dhapter ri; Caiman, Vo). I, p. 54.} J. B. Say was the fine to give us a definite idea of 
the eiOrepfmm. Had Smith reahzed more dearly the functions the entrepremue he 
would |»obafaiy have perceived: (1) that the enbr^emur^ in addition to paying interest 
onliisci^tal, fifequendy has to pay rentfmr the use of the soil; (2) diat {m>fit striedy so 
calM includes an denmt analogous to ran. According to Smith, p^t was siiit|^ 
payment for ridb undergone or ^ work undertaken. 

* James Watt in 1756 had set up his woikshc^ within the precincts of the Univeisity 

of for wia^ he m a md a ct ured madiematical instruments. The corporatkm 

had refosed him permtsoon m set it up In the townr--a strHdsg iBinumdon of the 
naitownesT aiid inflexihBity dt **the corporadve regune.*’ 

* A ernnhination of Hargreaveses ^aiming jenny and Aikwr^ds water firame. 
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caimot even say that Smith was particularly enamoured of the manu* 
facturing regime — apart from the mechanical advance which it ma- 
plied. For, as Marx says/ the characteristic trait of English econc»nic 
life, despite the undisputed advance that industry was making at that 
time, was commercial rather than industrial.* Especially was this true 
of Glasgow, where Smith made most of his observations. Glai^ow 
then was an essentially commercial town, principally engaged in the 
importation of American tobacco.* 

Far fiom constituting a prophetic manifesto of the new age, Smith’s 
work reveals even to the most superficial reader a thorou^ abhorrence 
of traders and manufacturers. All his sarcasm is reserved for them, 
all his criticism levelled at them. While the interest of landed pro- 
prietors and workers appears to him always to accord with a country’s 
general interest, that of traders and manufacturers “is never exactly 
the same with that of the public,” the manufacturers having “geiraally 
an interest to deceive and even to oppress the public, and who accord-^ 
ingly have, upon many occasions, both deceived and oppressed it.”* 
Again, when it comes to choosing between capitalists and workmra 
the issue is not long in doubt. It is quite clear from more than one 
passage that Smith’s sympathy was wholly with the workers. Several 
paragraphs could be cited in proof of this. Suffice it to recall the very 
sympathetic way in which he speaks of the high wages of workmen and 
contrast it with his discussion of profits. 

Is this improvement in the circumstances of the lower ranks of the 
people to be regarded as an advantage or as an inconveniency to the 
society? The answer seems at first sight abundandy plain. Servants, 
labourers and workmen of different kinds, make up the far greater 
part of every great political society. But what improves the circum- 
stances of the greater part can never be regpdcd as an inconveniency 
to the whole. No society can surely be flounshing and happy, of which 
the far greater part of the members are poor and miserable. It is but 
equity, besides, that they who feed, death, and lodge the whole body 
of the people, should have such a share of the prepuce of their own 
labour as to be themsdves tolerably well fed, cloathed, and lodged.* 

^ Mane speaks of Smith as ^e economist who is the very efHtmne of the manu- 
fecturing period. (Dm Kt^Udi Vol. 1 , p. 313, note.) 

* See Mantoux*s work La RivoUaim iftdustriiUe au XVIU* SMe^ p. 71 (Paris, 1905}. 
*^We are mistaken/’ says he, ** if we think that manufacture was ibe dominant feature 
of the period preceding the fectory systm. Logically it may be die necessary ante- 
cedent, but k^tormally its claim to priority k weak, ahhough it left its imkUde 
marks upon industry. The appearance of iridustry at the time of the Roialssance Is 
an event of the greatest impokance and signifiewee, but it played a part of 0^ 
secondary importance for a century or two.” 

. * Rae’s Lift of Aiam p. 89. 

^ Wtd^ ^ NadmSi Book I, chapter xi; Cannaa, Vd. I, p. 250. 

* B^k I, chapter viti; Vd. 1 , p. 80. 
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Ifigfi wages, moreover, are normally associated with a low cost of 
labour. Hm distinction between the cost of labour and the level of 
is not to be foimd in the Wealth of Nations but in the admirable 
smnmary of it that Adam Smith made in x 760, recently discovd:ed by 
Scott. ‘‘In an opulent and commercial society,” he writes, 

labour becomes dear and work cheap, and those two events which 
vulgar prejudice and superficial reflection arc apt to consider as 
altogether incompatible, arc found by experience to be perfectly 
consistent. The high price of labour b to considered not meerly 
[w] as a proof of Ae general opulence of Society which can afford 
to pay well all those whom it employs; it b to be regarded as what 
constitutes the expence {sic] of public opulence, or as the very thing 
in which public opulence properly consbts. T^at state b properly 
opulent in which opulence b easily come at, or in which a little 
labour fHoperly and judiciously employed, b capable of procuring 
any man a great abundance of all the necessaries and conveniences 
oflifc.i 

The.tune changes ^en he comes to speak of profits. He b of opinion 
that high profits raise the price of commodities much more than high 
wE^^es, and he dismisses the consideration of the problem with thb 
ironical remark: 

Our merchants and master-manufacturers complain much of the 
bad effects of high wages in raising the price, and thereby lessening 
the sale of their goods both at home and abroad. They say nothing 
concerning the bad effects of high profits. They are silent with 
regard to the pernicious effects of their own gains. They complain 
only of those of other people.* 

The contrast b significant. It b still more deeply marked in that 
{dxrase which one b surprised not to see more fi*equcntly quoted by the 
champions of labcmr legislation. ^‘Whenever the legblature attempts 
to regulate the differences between masters and their workmen, its 
oounselliHS are always the masters. When the regulation, therefore, b 
in fikvour of the workmen, it b always just and equitable; but it b 
sometimes otherwise when in favour of the masters.”* 

Thb b not the tone g[ most of hb contemporaries. Nor do we meet 
with thb note in the writings of the appmnted champions of the in- 
dustrial system — ^the McCuUochs, the Ures, and the Babbages of the 
mast fifty years. Hb words ring with that generous pity which proved 
a source of inspiration to Lmrd Shaftesbury and Michael Sa^er in 
tiidr efforts to secure the passing of the Factory Act of 1833. 

Smith cannot, accordixigly, be r^arded as the herald of dawning 

^ W. R. Btiott, Adm^SmWt as Student and Professor (Jackson, Olai^ow, t9S7)» p. 332* 

* WeaUkifNaHm^JSook I, chapter ix, Ckuman, I, p. lOo. 

* /Ml/., Book I, diapto* x, Bsrt II; V<^ I, p. 143. 
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industrialiBm. He dung to a^cultute wth idl die tenadty of bis 
mature, and no opportunity "of diowing his prrference was ever miised. 
The difficulties of agriculture are quite beyond those of any <^h^ 
craft. After what are called die fine arts, and die libaral professions, 
however, there is perhaps no trade which requires so great a variety 
of knoidedge and experience.”^ Not only is it more difficult, but it k 
also more useful. Between agriculture, manu&cture, and commerce 
he draws a long comparison (to which we shall have to make reference 
again) purporting to show that of all employments agriculture is the 
most profitable field of investment, and the one most in accord with 
the genml interest. For the more progressive nations ^*the natural 
course of things” would seem to suggest the investment of capital 
firsdy in agriculture, in the second place in industry, and finally in 
foreign trade. The whole of Book III is an endeavour to show how 
the policy of European nations had for many centuries been ho^e to 
agriculture and how the natural order had been inverted in the 
interests of merchants and artisans. Agriculture had always been the 
victim. In his theory of taxation he shows how a portion of die taxes 
on profits and wages ultimately falls upon property. In his discussion 
of duties on imported com — those duties which aroused the indigna-* 
don of Ricardo against the landlords — ^he reveals the same pmrtiality. 
And he even goes the length df saying that it is not because of their 
personal interest, but owing solely to a badly conceived imitation of 
the doings of merchants and manufacturers, tibat ”the country gende- 
men and farmers of Great Britain so far foigot the generosity which 
is natural to their station, as to demand the excludh^ privily of 
supplying their countrymen with com and butchers*-n«at.”* 

Smithes preference for agriculture and agriculturists need not be 
further insisted upon. Despite his own theory of division of labour, 
he still cherished a secret regard for the Physiocratic prejudice. He 
never subjected agriculture to the indignity of equal treatmwt along 
with other forms of economic activity. In his work at l^ist it 
retains its ancient {ue-eminence. 

II^ THE ‘NATURALISM’ AND ‘OPTIMISM’ OF SMITH 

In addition to the conception of tiie economic wcnrld as a great 
natural community created by divisiem of labour, we can du^guidi 
in Smith’s woik two other fundamental ideas, around whidi his more 

^ Boc& I, chapter x, Part II; Oantim, V 6 L l, p. is8. Thtwiiofe 

passage contaim a cuikus eulogy of pioprieton mild fetnieri. 

* Book IV, diaptar ii; Vd» I, p. 427.>^ 
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cbaiacteiistic theories group dieznsdives. First is the idea of the spoil* 
^eous origin of economic institutions, and secondly their beneficent 
character — more briefly^ Simth*s naturalism and optimism. 

Hie tyro ideas, though frequently intermingled and sometimes even 
embused in Smith’s work, must be carefully distinguished by the 
historian of economic thought 

Spemtaneity and beneficence were intimately connected for Smith. 
In die eighteenth century miything natural or spontaneous was im- 
mediately voted good, and the tams ‘natural,’ ‘just,’ and ‘advan- 
tagecHis’ were often used as synonymous. Smith did not escape the 
confiision of ideas. Having shown the natural origin of economic 
institutions, he imagined that at the same time he had demonstrated 
their useful and beneficent character.^ The confusion is no longer 
permissible. To give a scientific demonstration of the origin of sod^ 
institutions and to gauge their value from the point of view of the 
general interest are two equally legitimate but very different intellec- 
tual pursuits. We may agree with Smith that our economic organiza- 
tions, both in their origin and functions, participate of the spontaneity 
of natural organisms, but we may at the same time reserve judgment 
as to their real worth. Pessimism no less than optimism may be en- 
gendered by contemplation of the spontaneous character of economic 
institutions. While this conception of the spontaneity of economic 
insdtutions aeons to us just and fruitful, the demonstration given of 
their bendicent character appears insufficient and doubtful. The 
former conception is a commonplace with all the greatest economists; 
the latter is rejected by the majority of them. 

These two ideas which have played such an inqxirtant part in the 
history of economic doctrines must be separately examined. 

The concqption spontaneity is the one to which Smith refers most 
firequendy. II mondo m da se. Here at any rate he and the Physiocrats 
were entirdy at one. There is no need for organization, no call for 
tte intervention of any general will, however far-seeing or reasonable, 
and no necessity for any preliminary tmderstanding between men. 
Such arc the reflexions that the study of the econmnic worid sijggests 
ever anew to our author. The present aspect of the economic world 
is tho result of the spontmieous action of millions of individuals, each 
of whom follows his own sweet wdl, takisig no heed of others, but 
jtdw doubting the ultimate result. The noble outlines df the economic 
wmM as we know k have been traced, not by following a plan issuing 

^For httweea Smith’s system ai;id foe philosophy of hit nine tee 

W. Hsfoach, Dit itUgarnmn fhiksqphwhm Cnm^dagm dtr van F. md A, SnM 

hoffMAm peMsthm (Fkmwme (Idpzig, 1S90). 
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complete from the brain of ah organizer mid ddiberatdy carried mit 
by an intelligent society, but by the accumulatkm of numberless deeds 
designed^ by a crowd of individuals in obedience to an instinctive Swee 
wholly unconscious of the work which it was encompassing. 

This idea of the spontaneous constitution of the economic world is 
in some aspects analogous to the conception of an ‘economic law’ of 
a later period. Both ideas suggest the presence of something superior 
to individual wills, and imposed upon th^ even despite their resist- 
ance. Hie differences are equally marked, however, the scope <rf the 
former being far greater than that of the latter. The words ‘natural 
law,’ in the first place, suggest regularity and repetition — ^the constant 
recurrence of the same phenomena under similar conditions. This is 
not the aspect that peirticularly struck Smith. He insists less upon the 
constancy of economic phencmiena and more on their spontaneity, 
their instinctive and natural character. Say’s delight was to compare 
the economic and the physical worlds. Smith loves to r^axxl the 
economic world as a living organism which creates for itself itt own 
indispensable organs. Nowhere is the term ‘econmnic law’ employed, 
but his delineation of the chief economic institutions and the account 
of their functions always results in the same conclusion. 

First of all take division of labour, whidi we have just studied, and 
which more than any other institution contributes to the increase of 
wealth. 

This marvellous institution is “ not originally the effect of any human 
wisdom, which foresees and intends that general opulence to which it 
gives occasion.” “ It is the necessary, though very slow and gradual, 
consequence d* a certain propensity in human nature which has in 
view no such extensive utility; the propensity to truck, barter, and 
exchange one tMng for another.*’^ This tendency itself is the outcome 
of personal interest. 

Man has almost constant occamon (or the hdp of his brethren, and 
it is in vain for him to expect it from their braevolaMre only. He 
will be more likely to prevail if he can interest their adf-love in hk 
frvour, and show them that it is for their advantage to do for him 
what he requires of them. Whoever dfers to ano£er a baig^ rf 
any land, proposes to do this: Give me that which I want, and you 
jdi^ have tins which you want, is the meaning of every such 
offer; and it is in this manner that we obtain firom one another 
the greyer part d* those good offices wbicb we stand in need 
of. It is not from the benevolence of the butcher, the brewer, or 
the baker that we expect our dinnor, but from their regard to 
ffieir own interest. We addrms oursdves, not to their humanity, 

^ Bock I, chapter U; Oanaaii, Vol. 1 , p. 15. 
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. but to thdr self-love, and never talk to them of cm own neces- 
sities, but their advantages.^ 

This gives rise to exchange, and with exchange comes division of 
labour. . 

And thus the certainty of being able to exchange all that surpliM 
part of the produce of his own labour, which is over and above his 
own consumption, for such parts of the produce of other men’s 
Idbour as he may have o<xasion for, encourages every man to apply 
himself to a particular occupation, and to cultivate and bring to 
perfection whatever talent or genius he may possess for that particu- 
lar species of business. 

Division of labour is the outcome of a tendency common to all men, 
the tendency to barter; and this tendency itsdf is spontaneously 
developed under the influence of personal interest, which acts simul- 
taneously for the benefit of each and all. ^ 

Next comes money, and nothing has so facilitated exchange or so 
g^neatly increased wealth. Every economic treatise since Smith’s has 
demonstrated its advantages in terms almost identical with his. But 
how did money first come to be raiployed? It was not by the act of 
a public body, nor was it the outcemae of a nation’s reflective judgment. 
It is simply the result of the operation of a collective instinct. Some 
men who were keener than others saw the inconveniences of the truck 
system. And 

in order to avoid the inconveniehey of such situations, every prudent 
man in every period of society, after the first establishment of the 
division labour, must naturally have endeavoured to manage hb 
affairs in such a manner, as to have at all times by him, besides the 
peculiar produce of hb ^own industry, a certain quantity of some 
one commodity or other, such as he imagined few people would be 
likely to refuse in exchange for the produce of their industry.* 

Money b thus the product of the simultaneous though not concerted 
action of a great number of people, each obeying hb personal indina- 
tibh. The intervention of the public authority b much later, and its 
oli^t b merely to guarantee by means of a design the weight and 
^uity of such coim as are already m circulation. 

Take another well-known phencunenon— capital.* With the excep- 

^The whole pma^ ^moit word Ibr word, may be foimd in Smith’s coune^of 
ledora at OlMigow, toad was itself taken horn Mandeville’s des AbdMes, 

s MoHonSf Bodi I, chapter iv; Oannati , Vd. I, pp. 04-25. 

*For a ioag time economists were quite content with South’s theory of cajdtaL 
Uke tcrther p o rtio m of hb work, it reatSly hecamc elastic, and subsecpiait vnitim 
tin^ly repeated it.^ ToKiay, however, dm suoceai hardly seems to haw been wmr- 
^It can scarcely be dented,” writes Carman, ”that Smith kfl the whole 
sulject of capital m die most umatisiactory state.’^ {Tfmrm Pr^dutlkiH mid 



THE ‘naturalism* AND ‘OPTIMISM* OF SMITH 89. 

tioR of divisioR of labour and the invention of money, Smith thot^ht 
there was no phenomenon of greater importance and no more essential 
fount of national wealth than capital. The larger the store of capital, 
the greater the number of productive workers, makers of tools and 
machinery — ^thc essentials of increased productivity — ^the further will 
division of labour extenci To increase a nation’s capital is to expand, 
its industry and to further its well^being.^ In some passages the growth 
df wealth appears not merely as the chief but as the only method of 
augmenting a nation’s wealth. “The industry of the society can 
augment only in proportion as its capital augments, and its capital 
can augment only in proportion to what can be gradually saved out 
of its revenue.*’* In short, capital limits industry,* a phrase that was 
destined to become classic, and one that was repeated by every econo- 
mist down to Mill. Capital is the true source of economic life. Let 
capital increase and industry will expand in every direction; diminish 
it, and a bar is set' to all improvement. Capital fertilizes the earth, 
whereas the labour of man simply leaves it a weary waste. 

Criticism has been fircely levelled at this exaggerated importance 
which capital is made to assume. It is certainly somewhat curious 

Hoii, p* 8§.) If this I'cmark needs any justification we have it in the many discussions 
which have taken place on this subject during the past, and which are not y^ at an 
end. Some of the most original works d the last century — ^Bohm-Bawerk’s Posiiivi 
Thtory CapikU, fin* -example — are entirely taken up with this tq[n£. In England, 
America, and Italy the best-known economists, Cannan, Fisher, aiKi Pareto, have 
recently revived the ancient notions, and the discussions which have followed are 
sufiBdent evidence that Smith had by no means exhausted the subject. If we care- 
iiilly read Book II of the Wiolth of MUions, which is entirely devmed to this topic, 
what do we find? We have a distinction drawn between fixed and circulating capital 
borrowed from practical affairs, but possessing no great scientific value; the very 
doubtful idendfiaition of national capital with the sum of private capitals; a very 
unsatisfactory attexx^n at difierendating between the notions of capital and revenue; 
the affirmation diat saving involves consumption, a paradox repeated ad nmisiom 
down to die days of Mill; the commonplace statement diat capital increases as saving 
grows; and, finsUly, the proposition that ** capital limits industry.** 

* WtaWt ^ Natkms, Book II, chapter iii; Cannan, Vol. I, p. 325. **The annual 
produce of the land and labour of any nation can be increased in its value by no 
other means, but by increasing either the number of its productive labourers, or the 
l»oductive powers of those labourers who had before been employed. The number 
of its latxiuctive labourers, it is evidait, can never be much increased, but m conse^ 
quence of an increase of capital, or d* t^ funds destined for maintaining them. The 
productive powers of the same number of labourers cannot be increased, but in 
consequence other of some addidem axKl improvement to those machines and instru- 
ments which facilitate and abridge labour; or of a more proper division and diMxibu- 
don of employmeitt. In either case an addidonal capital is ahnoM dways requhed,*’ 

* JhuL, Book IV, chiqiter ii; Vol, I, p. 423. 

* **Tbie general indu^ of the society never can exceed what die capital of the 
aoefoty can employ.*^ Book IV, chapter fi; VoL I, p. 419.) John Stui^ Mill 
was the first to ox^cy the formula hi its condaued Ibma, '*Indusnry is limited by 
capitaL** 
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that labour !^uld now be treated as altogether subordinate to capitM^ 
whmas e^Her in the volume labour alone was regarded as the girot 
wesdth«producing agent. But we are not here concerned with the 
revival of these threadbare controversies.^ We merely wish to note 
that Smith finds in this accumulation of capital a new illustration of 
aqfKmtandty. The saving of capital is not the result of any foresight 
on the part of society, but is solely due to the simultaneous and con- 
current actions of thousands of individuals. These individuals, urged 
on by a desire to better their situation, are spontaneously ui^ed to 
save their earnings and to employ those savings productively. 

The principle which prompts to save, is the desire of bettering our 
condition, a desire which, though generally calm and dispassionate, 
comes with us from the womb, and never leaves us till we go into 
the grave. . . . An augmentation-of fortune is the means by which 
the greater part of men propose and wish to better their condition. 
It is the means the most vulgar and the most obvious; and the most 
likely way of augmenting their fortune, is to save and accumulate 
some part of what they acquire. 

This desire is so powerful that even the greatest follies perpetrated by 
governments have never succeeded in annulling its benefidal effects. 

The uniform, constant, and uninterrupted effort of every man to 
better his condition, the principle fi'om which public and national 
as well as private opulence is originally derived, is frequently powtar- 
ful enough to maintain the natural progress of things toward im- 
provement, in spite both of the extravagance of government, and of 
the greatest errors of administration. Like the unknown principle 
of animal life, it frequently restores health and vigour to the consti- 
tution, in spite, not only of the disease, but of the absurd prescriptions 
of the doctor.* 

But the idea of the spontaneity of economic institutions finds its 
most interesting illustration in the theory of demand and supply, upon 
which we must dwdl a little. 

In a society based upon division of labour, where every one produces 
for a market without previous arrangement with his fellow producm 

We hav6 spokca of the cerntrovenies as threadbare, f<Mr every economist it by this 
thne pemiaded that, assuming die necessity for the ooK)peration of capital, land, and 
labour m production, it is quite dear that the amount of produce ralt^ must ckpend 
upm the amount of each diese &cton enqdoyed, and not upon the amount of any 
oneofdiein* 

had antidpated the arguments advanced by such sodalists as Rodbertus 
and Ismalk^i ^fho r egar d saving rather dian labour at the source c£ capital. **Parn- 
memy, and n«H industry, is the immediate cause of the increase of ciqihaL Indmtry, 
Inde^ the sul^ject which pardmony accumulates. But whatever indost^ 

nd^ pantoony did not save and store iqi, the capital wotdd never be die 

geette.** if Mams, Book IT, thaler Hi; Cannan, Vd. I, p. geo.) 

• JWf:, Book n, diiqpiter Hi; Vd. I, pp.323» 3*5* 
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and without any external direction, tl^ great difficulty lies in the 
adapting of the amount of goods supplied to the amount demmnled. 
How, as a matter of fact, are these producers to know at any pardcular 
moment what they ought to produce and in what quantities? More*, 
over, who is to direct and who can restrain them? It is true that 
Smith was carefiil to pdmt out that they are not coru^ori]^ with the 
satisfaction of all needs, of whatever kind they may be. Their duty 
lies towards what he calls the effectual,** not the “absolute,** demmid. 
By effectual demand we are to imderstand the dcmaitd of those who 
are capable of offering not merely something in exchange for the 
products which they desire, but of offering at least enough to cover 
the expenses of raising those products.^ Society founded upon division 
of labour and exchange implies that nothing can be gratuitous and 
every loss involves a sacrifice on the part of some person or crthcr.^ 
But if production is carried on in this hsq>hazard fa^on how are we 
to avoid an occasional over-production or an accidental under- 
supply? 

Before we can understand this we must acquaint ourselves with 
Adam Smith’s theory of prices. 

In the preceding chapter we had occasion to note how Condillac 
in 1 776 put forward a theory of value which was altogether superior 
to the Physiocrats*. Smith’s book, also published in 1776, betrays iMit 
the least sign of Condillac’s influence, and the new theory never comes 
up for discussion. The very success of the Wealth o/Natums had ecEpsed 
the fame of the French philosopher, and Smith’s theory, though quite 
inferior to Condillac’s, held the fidd for so many years simply becaiae 

^ Wealth of Nations, Book I, chapter vii; Cannan, VoL I, p. 58. “The market prke 
d every particular commodity is r^fulated by the proportion between die quantity 
which is actually brought to market, and the demand o£ those who are willing to 
pay the natural price of the commodity, or the whole value o£ the rent, labour, and 
profit, wdhich must be paid in order to bring it thither. Such people may be called 
die effectual demanders, and their demand the effectual demand; since it nmy be 
sufficient to effectuate the bringing of the commodity to market. It is diffisient fiom 
the absolute demand* A very poor man may be said in some sense to have a demand 
fear a coach and six; he might like to have it; but his demand is not an effectual tiemand, 
as the commodity can never be brought to market in order to satisfy it.*’ 

’For Smith i^^reation meant the tyranny either id produoets or consumers. 
When profits are above the normal rate **it is a proof that something is eithor bought 
cheaper or sold dearer than it ought to be, and that some particttlar dass of citizens 
is more (n less oppressed dther paying mm w by geding less than what h suit- 
able to that equality which oushi to U^e place, and whidh naturally does take {dace 
among all the dsffbrent classes of them.’* (/Md*, Book IV, chapter vii, Fart IH; 
Vid. II, p, inS.) 

The oorresponctenoe between sdHng price and the cost of produetkm seemed m 
Smith to he of the very esaessoe of justioe. Ckaiqilete oorreqiondeiice w^ 
the Ideal of the Just prte. 
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it won the allegiance of the Englkh econGam% whose influexice was 
paramount throughout the first half of the nineterath century. Its 
popularity oaaiy waned with the publication the works Walras, 
Jevom, and Mengor. Its historic interest is further enhanced by the 
fiu:t that it had the singular good fortune to win the approval both of 
the socialists and the liberal economists. It is the i&te writm like 
Smith, remarkable for wealth of ideas rather than for logical presenta* 
to imp^ minds along different and sometimes even opposi^ 
paths. Unfortunatdy the theory of value is not the only one that 
presents a somewhat hazy outline. We cannot h^e enter into the 
details the theory, but must content ourselves with a mere sketch 
of it. Even this, however, will immediatdy enable us to understand 
its insufficiency, and appreciate the twofold influence which it exercised 
upcm subsequent doctrines. 

Smith opens his treatment by emphasizing the fondamental dis» 
tinction wfakh exists between ‘value in use’ and ‘value in exdiange.*^ 
By value in use he means almost* exactly what we understand by 
utility, cm: what offier writers call subjective value, desirability, or 
ophelimity. 

Fresoit^day economists when treating of prices — ^tfae exchange value 
o[ things — chiefly rely upon this conception of ‘value in use.’ The 
eiq^anation of the ‘ratio of exchange’ of commodities is based upon a 
previous analy^ of their utility for those who exchange them. Smith 
proceeds in a different fashion. ‘Value in use’ is mentioned, but only 
fmr the purpose of contrasting it with value in exchange. It is them 
dkBTtlMftd without further consideration. The two notions seem to 
have no point of contact. Value in exchange was the only one that 

* WiM Book I, dii^tser iv; Cannan, Voi. 1, p. $ 0 * The passage is wdl 

known. **ilie wtml ‘value,’ it is to be observed, has two (Merent m ea n i n gs, and 
sometimes eaq ir es ge i the utiAty of some particular object, and sometimes the power 
of purdbastng odier goods which the posses^n that object conveys. The one may 
be calkd ‘vato in uae,* the other ‘^ue in e x c h a n ge.* The things which have the 
greatest value in use ^ve frequently little or no value in exchange; and, on die 
oomrary, those whidi have the greatest value in exchange have frequently litde or 
no vrdue in um. NothsTg is menre useftd dsan water: but it sdll purchase scarce any* 
duog; scarce anythisg am be had in cxdiange for it. A diamemd, on die cemtrary, 
hat scarce any value in use; but a very great quantity oi otha goo^ may frequendy 
be in exchange kr it.” 

* The ^atement has been qualified became in die pmsage reforred to Smith seems 
todefoie ttdfity in the vulgar tense (f.r«, utdhy as contrasted widi mere agreeabknem). 
TUf want of exactneii was corrected by Ricardo, md u the suliject ^ a seardhing 
olfielnn by Mill* The fidlowtng pasmge fixan Ids Lsetmu m Jusiki may serve to 
dnow some upon the ddinition: “there is no de m a n d for a thiig of litde use; 
it Is not a mfional ol^ of deshe.” Smldi could not concave die possibility oi a 
dotWiwd or even a dohm for a cemmodity whidi was usekst from a rational pdhn of 
view. But ffiif It evidemly a great mistake. 
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was of any interoit to Smith; hence there was alt the moxe reaal^h for 
denying its derivative char^^ter.^ 

Thus from the very first the only avraue that might have led to a 
satisfactory solution of this problem of prices was closed. One could 
easily have predicted that this was boxmd to land Smith in difficulty; 
as a matter of fact he is doubly involved.^ Two different but equally 
erroneous solutions have been successively adopted by him, but he 
has nevor actually decided between them. The socialists and econo- 
mists who are to follow will be engz^ed in the same task, and the 
cleavage between them will be marked by their adoption of one or 
other of these two theories. 

Smith was led to the study of prices because he wished to know 
something of the constant oscillation which is such a feature of their 
history. The actual or market price is unstable becau^ of the un- 
stable connexion between demand and supply,* or, as he puts it, “It 
is adjusted, however, not by any accurate measure, but by die higgling 
and bargaining of the market, according to that sort of rou^ equaKty 
which, though not exact, is sufficient for carrying on the business of 
common life/’* It seemed impossible that their perpetual fluctuation 
should represent the true value of the commodity. Its real value could 
not vary firom this moment to the next or fix)m one place to another. 
Underneath the constantly oscillating market price may be discerned 
another price, referred to by Smith as the real or sometimes as the 
natural price. The discovery of a more stable and a more constant 
dement beneath the continual fluctuations of price movemoits still 
constitutes the great problem of pure economics.* 

Smith’s first theory makes the true value of any commodity depend 
upon the amoimt of labour or effort which it has taken to produce. 
“ Labour, therefore, is the real measure of the exchangeable value of all 

^ The radical separation d die two kleas was perhaps more a matter of e a qnea w on 
thft fi of reaseming, for in his LtOuns or JusHce^ p. 176, vahie in use, €ou|ded mdi die 
purchasing power possessed by diose who desired the commodity, was regarded as 
one of the elements which determined the demand for it and &ud its maricet price. 
Hie whofo dii ffrfo n of die themy of value by Smidi is very unsathfoctory. 

*We perhaps to have said that he had to choose between thiee possible 
definttfo n f , for in the Lutum m Jmtki we find a diird definition of *natiird price* 

(P. 176)- 

» WiM tfNdkm, Book I, chapter vii; Cannan, Vcd. I, p. 

* /Nd., Book I, chapter v; VoL I, p. 33. 

* Par^ in hh leoent ardde VMedmnm of h Sociotogk mt pomt dSr tme 

S 1907, No. a) expiesms himself as follows: **Undenieath the a^ual 

jadees qimted cm the exchanges, prices varying aoccmfii^ to die ex^oicies of time 
and pli^ and dependent iqxm an infinite number cifdtciiinstances, Is there nodnhg 
vrisich has any amstancyor Is In any degree less varudd^ This is die problem that 
poiitical.acooomy must solve.** 
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anwodities.’’ **Thc real prk« of every thiag, what every thing reaHy 
ooM to the man who vrants to acquire it> is the t<d and trouble of 
acquiring Labour — that is, the effort expended upon the pro- 

duction of a commodity — ^is both the origin and the measure of its 
exchange value. The theory that labour or effort is the cause of value 
(if value can be said to have a cau^} was first formulated by the father 
of political economy himself. It is curious to think that it was this 
saipe theory that was used with such good eiBfect by Karl Marx in his 
attack upon capitalism. 

Ihis first attempt to find a firmer foundation for exchange value 
than that afforded by the shifting sands of demand and supply was 
scarcely n^e b^»:c Smidi became aware of some difficulties in the 
path. For example, how was this work and the value dependent upon 
it to be measured? 

There may be more labour in an hour’s hard work than in two 
hours’ easy business; or in an hour’s application to a trade which it 
cost ten years’ labour to learn, than in a month’s industry at an 
ordinary and obvious employment. But it is not easy to £md any 
accurate measure either of hardship or ingenuity.* 

A second objeetkm arises when the theory is ^plied to civilised 
society. Work by itself cannot produce anything; something must be 
contributed by both land and capital. But neither of these is a free 
good, and they must cost something to those who employ them. 
Aoomding^y primitive societies* arc the only ones where “ the quantity 
of labour commonly employed in acquiring or producing any com- 
miKiity” is the only circumstance determining its value. We must 
nowadays take some account of land and capital. So that labour is 
noft the only source of value, nor is it its sole measure. 

Another hypothesis becomes necessary forthwith. This time cost of 
production is hit upon as the likely regulator of value. Hitherto the 
*ital’ {nice has rignified the price that is based upon labour. Now 
the ^natural’ price is defined as tte price of goods valued at their cost 
of production. The change of name is not of any great significance. 
What &nslii was in search o£ <m both occasions was that true value 

In this passage Smith 

seems lo in^^ that die value of an object Is determined, not by the amount o( labour 
whtdi it cost to pfoAice it, but by the amount of labour which can be boi^ in 
e»diaiige for it. Fundamentally the two kieas are erne, for objects of equal value 
01^ can be etcduuiged, so that the amount labour yayone can buy with any ^ven 
oi^^h equal m&ionount of labcmrwhkh that olijectcmt to pr^ ^*GockIs,'* 

siqe 5 toiilh, **oontainllM value of a certain quantity of Iriiour, which we exchmge 
it si^poied at ^ dme to contain die value of an equal quantity.** 

* iHi., 1, chi^tor v; VoL 1, p. $3k 

* Bbdk I, dupler vi; Vd. 1 , pp. 40-5a 
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always kept in hiding bdtiind the fluctuations of marl^ pdeea. 
It is the same probiem^ but Mdth a new sdiution. Just now we were 
informed that if a omimodity sold at a price represendi^ the labour 
which it cost to produce^ tbat price would also represent its real cost. 
With no less assurance we are now told that a commodity sold at cost 
production **is dien scML predseiy for what it is worth, or fen: %^diat 
it really costs the person who brings it to market.**^ The true value of 
goods corresponds to their cost of production. By this we are to 
undmtand a sum sufficient to pay at normal rates the w^[es labour^ 
the interest of capital, and the rent of land, all of which have ccflla- 
borated in the production of the particular commodity. . * 
Smith, having discarded labour, finds a new determinant q£ value 
in cost of production, and if socialists rallied to his first hypothesis the 
great majority q£ econcmiists right up to Jevons have clung to his 
second. As for Smith himself^ he never had the courage to choose 
between them. They remain juxtaposed in the Wealth of Xatwns 
because he never made up his mind which to adopt. As a result his 
work is fiill of contradictions which it would be futile to try to recon- 
cile. For example, land and capital in one place are regarded as 
sources of new values, adding to and increasing tiie valu^ which labour 
creates, and producing normally an element of profit and rent, which, 
together with the wages of labour, makes up tiie cost of production. 
In another connexion they are treated as deductions made by capitalists 
and landlords fix>m the value created by labour alrnie.^ Some writers 

^ Wealth of I^aiUmSf Book 1 , cluster vii; Carman, vol I, p. 57. 

> IHeL, Bo(^ I, chapter vi; Vol. 1 , p. 51. Here, for example, is a passage in which, as 
Bdhm-Bawerk fordUy remarks (Ke^Ud tmd Ke^^Uakms, smd ed., 1900, p. 84), Uie 
two cQnoeptions are found in juxtaposition without any attempt at reconciliation; **In 
tins state of things [where labour and capital have already been aj^ropriated] the 
whole produce of labour does not always belong to the labourer. He must in most 
cases share it with the owner of the stodc which employs him. Neither is the quantity 
of labour commonly employed in acquiring oc producing any commodity, die only 
circumstance which can regulate the quantity \duch it ou^t ccsnmonly to pmehase, 
command, or exchange for. An additional quantity, it is evident, must be due for die 
profits of the stock which advanced the wages and furnished the materiab of that 
labour.** At the begmning of the passage the wenkman diared the prodixce of his 
labour and profits consdtuuxi a ded u ction from the value created by labour alone; 
at the end of the paragraph profits issue firom a supplementary yeiao whidi is an 
addition to die value alr^aly given k by labour. Other passages where the two 
conoqitiom come into ccmtact aie also cit^ by Bdhm-Bawmk. Imerest ai^ rent are 
also occasionally taken as evidence that die wotkman is being ex|doited, and diis 
entitles Smith to be regarded as the fiuher of soctalismu More than one passage in 
hb work semns to pmnt to dik condoskm. other coimtries, rod and profit eat 
up wages, aad the two nqierbr orders ofpec^ oppress the uderior Ode.** (Book IV, 
diapmr vii, Part II; VoL II, p. 67.} C k m c e ni ii M r property he writes; “CSvil govern- 
mem, so for as it Is institute toe the security of property, is in reality insdtmed for 
the defimee of the tich against the poor, or of those who.have some property agahm 
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ftCcordiD^y that Smith must have been a socialtst. On the 

^idiole the cost of ]m>duction theory prevailed, and the natural pice 
of commodities b taken to mtan that price which cdbicides with their 
cost of production* As to market price, he makes the remark that it 
b hi^or or lower than the natural price accordii^f as the quantity 
ofoed diminbhes or increases as compared with the quantity 
demanded. 

Such b Smith’s theory of prices. 'Die element of truth which it con- 
tains, namely, that the prices of goo^ tend to coincide with their cost 
of production (the remark b not originally Smith’s at all), must not 
bli^ us to its many faults. It b open to at least two very serious 
objections. 

An attempt b made to explain the price of goods by referring to 
die price of the services (wages, inUnest, and rent) which make up the 
cost of production. When the cost of those services comes up for 
ooninderation it b assumed that their cost b dependent upon the price 
of the goods. Wag^, for example, are determined by the selling price 
of die commodides which labour has produced. Escape from the 
vicious circle b only possiUe by availing ourselves of the modem 
di^ory of economic equilibrium. That theory shows us how prices 
gmerally, whether of goods or of services, arc intcrdcp)cndcnt; all 
being determined simultaneously — ^like the unknown in an algebraical 
formula— just when the exchange b taking place. But thb theory of 
econmnic equilibrium was, of course, unknown to Smith. 

Cost of production being the regulator of price, it b very important 
that an analysb of cost of production and a study of the causes which 
detennine the rafos of wages, profit, and rent should be made. One 
might have expected that thb study would have cleared away any 
obscurity that still clung to the theory of prices. But thb analysb b 
caie of the least satisfactory portions of Smith’s work. We have already 
had occasion to note the unsatbfactmry character of hb theory of rent. 


thote vho have none at all.** (Book V, chapter i, Part II; Vol. II, p. 207.) And 
BeaSty there k die bmous passage frean die sbth chapter: **As soon as the land of 
any country ium all become private property, the landlords, hke all other men, love 
to reap vdim dbey never sowed, and demand a rent even for its natural produce. . . . 
lie workman] must then pay ibr the licence to gather them; and must give up 
to the bmfiord a portion of what his bhour either ocdlecti or proditees. This pmrdon, 
m3 adiat comei te the same thing, the price dut pordon, consdtutes the rent of 
kmdf and in the price ai the greater part of commodities midcei a third component 
(Book I, chapter vi; VcL I, p. 51.) Dr Cannan in his Hidoiy tht Tkmies 
and goes die of declaring diat the the^ of g ioMa d o n 

kdataadf mm ha Shnidi’s work. It Is to Smith that we owe that idea so frequendy 
exprtaaed by socii^dii^ namely, that the workman in modem society never really 
ni^alQS the pcoduce of his tod. 
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That of pxufits-r-which Sizuth £dls to distinguish firom intenest^^-^ 
equally useless;^ and his theoxy of wages is bqpdessly inconsistetit; 
He hesitates between the mdnistaace theory df wages and the othor 
theory which makes them depend upon the relations between demand 
and supply, without ever mdung a final choice. 

We caxmot agree with Say in a>nsiderii^ Smith’s theory of distribu- 
tion one of his best claims to fame. His treatma:xt o£ this problem, 
which afterwards became the kernel Ricardian economics, is 
altogether inferior to his handling of production. We also know that 
this is the least original part of his work. It was simply added as a 
kind of afterthought, the original intention beiiig to deal only with 
production. This becomes evident if we compare the Wedik of Nations 
with the Glasgow course of 1763, the whole of which is devoted to 
production. The addition of a theory of distribution to the original 
skeleton was probably due to the Physiocrats, with whom in the mean- 
time he had become acquainted; and the hesitations and uncertainties 
which mar this part of the work merely go to prove that Smith had not 
thought it out as clearly as the other sections. 

The subject cannot be pursued here. We can only point to the 
infoence which Smith draws from his theory of value, and how it is 
made to support the contention that demand adapts itself spon- 
taneously to the conditions of supply. This is how Smith explains the 
continual oscillation of prices: 

When the quantity brought to market exceeds the efiTectual 
demand, it cannot be all sold to those who are willing to pay the 
whole value of the rent, wages and profit, which must be paKl in 
order to bring it thither. Some part must be sold to those who are 
willing to pay less, and the low price which they give for it must 
reduce the price of the whole. The market price will sink mme or 
less below the natural price according as the greatness of the excess 
increases more or less the competition of the sellers, or according 
as it happens to be more or 1^ impentant to than to get hnxxm- 
diately rid of the commodity. 

The reverse will happen when demand exceeds supply. 

When the quantity brought to mark^ is just sufiBarat to st^ly 
die eflfectual demand and no more, the market ^ce ixatimwy 
comes to be either exactly, or as nearly as can be judged of, the 
same with the natural price. The whole quantity umn hand can 
be dupos^ of for this price, and cannot disposed of for more. 
The competition of die difiTerent dealers obliges them all to accqit 
of diis pxice, but does not oblige them to accqfit of less. 

^ p. 8a, note x. 
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Tluis **tfae quantity of every coimnodity Jbim^ht to marlcet naUirally 
silb itsdff to the effectual demand.’’^ 

And diis very mnaxicable result n maf&y the outcome of personal 
interest. 


If at any time it exceeds the effectual demand, some of the com* 
ponent its price must be paid bdow their natural rate. If 

u is rent, the interest of the landlords will immediately prompt them 
to withc^w a part of their land; ami if it is wagm or profit, the 
interest the labourers in the one case, and of their employers in 
the other, will prompt them to withdraw a part of their labour or 
stock Scorn this employment. The quantity brought to market will 
soon be no more than sufficient to supply the effectual demand. All 
the different parts of its price will rise to their natural rate, and the 
whole price to the natural price. 

And so, in the majority of cases at least, this natural and spon* 
taneous mechanism secures a constant balancing of the quantities of 
goods produced and the quantities effectively demanded. The dreum* 
stances under which sudi a result does not follow are really qiiite 
excepdomd — ^although Smith does not deny that sometimes they do 
exist. Whenever such conditions obtain — that is, when the market 
price remains for a considerable length of time above the natural 
price — we find that it is always due to the capitalists’ action in con- 
cealing the h^h rate of profits which they draw, or in retaining 
possession of some patent or natural monopoly, such as wine of a 
qpedal quality. It occasionally happens also as the result of an artificial 
mmiopoly.* But these are more exceptions, thdr rare occurroice 
oonfiiming the fiindamental rule concerning the spontaneous adapta- 
tkm of the quantity offered to the quantity demanded, thanks to this 
oscillation of the market price about the natural. 

This theory of adaptation, we know, is one of the most important 
in the whde of political economy. Since Smith wrote it h^ been 
reproduced by almost eva*y economist, and without any very Mib* 
standal alteration* It remains even to this day the basis of our theory 
of production. 

It is interesting to note the manner In which Smith makes use of 
fak thec^ to illustrate his thesis. We shall refer to two cases \^ch 
aml iptnridcally important as well as affording admirable illustrations 
oCld^: spontaneity upon which Smith laid such stress. 

i Book I, chapter vu; Caimaii, Vol. I, p. 59. 

gwcsatinoitseveoords^tlpses tonioiuij^ypi^ He simply states 
that pffee of mmiopoly » upon every occadon the h%hcst which can got.’* 
(IW., Book I, dupter vii; Vol I, p. 63.) To-day the the^ of monopoly pnccs is 
one of the most important in the vhole of ectmomks. 
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The first ccmoerm pojNilation, Population, lilu^ coxnmoditiea^ 

Ik superabun4ant.or it may be insufficient What regulates its 
bets? “The number of people,** Smith rqplies, 

depends upon the demand of society, and this is how it works. 
Among the proletariat, generally spe^ng, children are plentiful 
enough. It is only u^cn wages are very low that poverty and 
misery cause the death of many of them; but when wages are i^ly 
high several df them manage to reach maturity. 

**It deserves to be remarked, too,** he continues, 

that it necessarily does this as nearly as possible in the proportion 
which the demand for labour requires. If this demand is continually 
increasing, the reward of labour must necessarily encourage in such 
a manner the marriage and multiplication of labourers as may en- 
able them to supply that continua^y increasing demaml by a con- 
tinually increasing {population. If the reward should at any time be 
less than what was requisite for this piupose, the deficiency of hands 
would soon raise it; and if it should at any time be more, their 
excessive multiplication would soon lower it to this necessary rate. 
The market would be so much under-stocked with labour in the 
one case, and so much over-stocked in the other, as would soon 
force back its price to that proper rate which the circumstances of 
the society reqtiired. It is in this manner that the demand for men, 
like that for any other commodity, necessarily regulates the produc- 
tion of men; quickens it when it goes on too slowly, and stops it 
when it advances too fast.^ 

The second case relates to the demand for money and its supply. 
We have already seen how the problem of its orig^ is solved. Al<mg- 
side of that problem is now plac^ another, namely, how is the quantity 
in circulation regulated to meet the requironents of exchange? 
Smith’s first task was to e?q>ose the popular fidlacy ccmceming this 
topic.^ According to one school of thinkers, money was wealth par 
excellence f and it was aU the more important that he shcaild get rid oi 
diis view seeing that it constituted the vary foimchition ct the Mercan- 
tile theory, the overthrow of which was the immediate object in pub- 
lishix^ the WeaUh of Jfaiwns, The Mercantilists con^aKled diat a 
country diould export more than it imports, receiving the balsuice in 
money. If it can be proved that this b^dance is useless because money 
is a moe commodity possessing no greater and no less utility thim any 
other, dien the Mercantilist foundation is completely destroyed. 

^ WiMi e/Naiitmst Book 1, cfaiqyter vtli; Gannaao, I, pp. 8i-Ba* 

* ’*That wealth coiaists io moaey^ or In goki and silvo*} is a peculiar notioii which 
naturally arises fiom the double function money, as the instrument of conunero^ 
and as the measure of value.*’ {Wet^ Book IV, cbepm i; Ca ia i Mi, 

Vol.I,p.^6.) 71 m uhoh chapter ban attend 10 get rid of t^fu^d^xlice... 
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Smith ihoixght that moikey was less indispensahle than some otiher 
goods, seding that we are anxioiM to pass it on as ^en as we can. The 
disdain with which Smith regarded money was the result of a reaction 
against Mercantilism, and it led some of his followers to over-emphasize 
his pdnt of view and to misconceive the special character of monetary 
{dienomena. A nation’s true wealth consists,” ^mith tells us, ^^not 
m its gcM and silver only, but in its lands, houses, and consumable 
goods oi all different kinds.”^ ‘‘It is the annual produce of the land 
and labour of the society.”* Hence in evaluating a country’s net 
revenue we must omit money, because it is not consumed. It only 
serves as an instrument for the circulation of wealth and for the 
measurranent of value. It is the “great wheel of circulation.”* In 
virtue this title, although Smith himsdf classed money along with 
drculatu^ capital, he remarks that it might be likened to the fixed 
capital of an industry, to machinery or workshops. The greater the 
economy in the use of fixed capital, provided there is no diminution 
in production, the better, for the larger will be the net product. This 
is equally true of money — 3. necessary but a very costly instrument of 
social production. “Every saving in the expence of collecting and 
supporting that part of the circulating capital which consists in money 
is an improvement of exactly the same kind”* as that which reduces 
the fixed capital of industry.® 

This is why bank-notes — ^the circulation of which diminishes the 
quantity of money needed — ^have proved such a precious invention. 
What Aey do is to set Gcte a certain quantity of gold and silver which 
may be sent abroad to pay for machinery and other instruments of 

^ Wealth of Nations, Book IV, chapter i; Caiman, Vol. I, p. 416; also Book II, chapter 
ii; VoL I, p. 274. ^'lliough the weekly or yearly revenue of all the different in^hitants 
of any country in the same manner, may be, and in reality frequently is, paid to them 
in money, their real riches, however, die real weekly or yearly revenue of all of them 
taken together, must always be great or small in proportion to the quantity of consum- 
able goods which they can all of them purchase with this money. The whole revenue 
of aU thm taken together is evidendy not equal to both the money and the coni* 
sumable goods; but only to one or other of those two values, to the latter more prc^rly 
than to the former/’ 

^ We meet with this eqiresdon several times: in the Introduction (Vol. I, p. 4), in 
Book I, chapter sti, Part III (VoL I, p. 240), and in Book II, chapter iii (V<d. I, 
3i5> 3*3)^ 

* An expression that is met with three times — ^in chapter ii of Book II (Vol. I, 
pp. 272, 275, 279). 

Book n, d&apter ii; VoL I, p. 275. 

® All these questions so obscurely treated in Smith’s work are handled with ad- 
xpirable lucidity in Irving Fisher’s Nature of Capital and Income (New York, 1907). 
Revenue k entirely stripped of that matmal suggestion which was always associated 
with it hi l^th*s work, and is looked upon as a continual How of services^ while 
cs^sital a whole is regard^ as total wealth es^ting at one particular moment and 
from winch diesesi^rvices ffow out^ 
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production, and which, will in turn increase the true revenue ,of Ac 
country. SmiA*s parable in whidi he iUustrates Aese advantages has 
lot^ since become classic: 

The gold and silver money which circulates in any country may 
very properly be compared to a highway, which, while it circulates 
and carries to market all the grass and corn of Ae country, produces 
itself not a single pile of eiAer. The judicious operations of bank* 
ing, by providing, if I may be allowed so violent a metsqjhor, a 
sort of waggon-way through the air, enable the country to convert, 
as it were, a great part of its highways into good pastures and 
cornfields, and Aereby to increase very considerably Ae annual 
produce of its land and labour.^ 

The conclusion is that every policy — ^Ae Mercantilist, for example 
— ^which aims at increasing Ae quantity of money within Ae country, 
wheAer by direct or indirect meAods, is absurd, for money, far fix>m 
being indispensable, is really an encumbrance. 

It is not only absurd, but also useless. Have we not seen already 
Aat money is a mere commodity designed to facilitate circulation and 
Aat Ae demand for it is enAely determined by Aat object? But Ac 
supply of any commodity usually adapts itself spontaneously to Ac 
demand for it. No one concerns himself wiA supplying Ac nation 
wiA wine or wiA crockery. Why trouble about money?* If Ac 
quantity of goods diminishes, exchange slackens and a part of Ac 
money becomes useless. But Ae “interest of whoever possesses it 
requires Aat it should be employed.’** AccorAngly "‘it will, in spite 
' of all laws and prohibitions, be sent abroad, and employed in pur- 
chasing consumable goods which may be of some use at home.” 

On Ae oAcr hand, as Ae prosperity of a nation grows it neces- 
sarily attracts Ae precious metals because a multiplication of ex- 
changes leads to a growing demand for money. These exportations 
and importations will depend, as Hume* had already shown, upon Ae 
relative cheapness or dearness of money. What is true of metallic 
money is also true of a special kind of money known as bank-notes. 
SmiA has given us a vivid description of Ae functions of banks, and 
especially of Ae fortunes of the most femous bank of this period, Ae 
Bank of Amsterdam. This afforded him anoAer opportunity of 
demonstrating how Ae quantity of notes offered spontaneously adapts 
itself to Ae quantity demanded. If banks issue more notes than Ae 

^ afKitlionSy Book II, chaptw* ii; Gannan, Vol. I, p, 304. 

* IV, chapter ij VoL I, pp, 402, 406. 

* Ibid*, Book II, chapter iii; VoL I, p. 322. 

* Hiime’s treatment of the quantity theory of money in im essays and 

The Balance of Trade is much clearer than Smith’s. * _ ' 
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circulation warrants prices will rise. Buying from foreign counfries 
be remrted to and the notes will be returned to the banks to be 
exchanged for gold and silver — ^the only international money. Hie 
banks clearly have no interest in issuing too many notes, because it 
involve a greater metallic reserve as the result of the more frequent 
demands for payment which they will have to face. Of course, “every 
particular banking company has not always imderstood or attended 
to its own particular interest, and the circulation has frequently been 
overstocked with paper money.’’^ But this does not affect the main 
piindple, and we have one further proof of the spontaneous activity 
dT the economic mechanism. 

We have now reviewed some of Smith’s principal themes, and We 
have seen how every phenomenon impresses him in the same fashion. 
Had space permitted we might have cited other examples all pointing 
to the same conclusion.^ This conception of spontaneity and wise 
bwieficence is by no means the product bf mere a priori thinking. It 
was no abstract theory that needed the backing of a rigid demonstra- 
tion. It was a belief gradually borne in upon him in the course of his 
review of the economic field. This is characteristic of all his thought, 
and with every new vista we arc reminded of it. The conclusion is 
hinted at ^ain and again, and the impression left upon the reader’s 
mind is that no other conclusion could ever be possible. Smith thought 
of the economic order as an organism — ^the creation of a thousand 
human wills unconscious of the end whither they are tending, but all 
of them obedient to the impulse of one instinctive, powerful force. 
This force, the root of all economic activity, its constancy artd uni- 
formity triumphant over every artificial obstacle and giving unity to 
the whole system, what is it? 

We have already encountered it on more than one occasion. It is 
personal interest, or, as Smith prefers to call it, “the natural effort of 
every individual to better his own condition.”* Hidden deep in the 
heart of every individual lies this essential spring of human life and 
social prc^piess. . 

Doubtless it is not the only one. Smith is never exclusive. He knew 

^ Weal^ qf Nations, Book II, chapter ii; Cannan, Vol. I, p. 285. 

*For instance, a high rate of exchange immediately readjusts the commercial 
indebtedness of nations. {Ibid,, Book IV, chapter i; Vol. I, p. 400.) Elsewhere he 
pomts out that the advantages enjoyed by Europe from the possession of colonies were 
nd^ exaedy sought by her. The search for colonies, their discovery and exploitation, 
all this was undertakoi without any preconceived plan, and in spite of the disastrous 
regulations imposed by European Governments. {Ibid,, Book 3 V, chapter vii. Part II; 
VcL II, 90, 91.) 

^ Ibid,, Book n,.dmpter iii; Vol. I, p. 323; Book IV, chapter v; Vol, II, p. 43: 
Book IV, chapter ix; Vol. II, p. j 72. 
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liiBt there were other passions^ besides sdf-interest, and he is not 
afraid naming them, as when he attributes an economic revdution 
which such beneficial effects as the emancipatk>n the rural 
classes to “the most childish vaxiity of proprietors.”* Neither did he 
omit to point out that personal interest is not equally strong in die 
breast of every one, and that there is the greatest diversity in human 
motives. All tlus he had forgotten, according to some his critics, 
while others charge him with the creation of the komo mcomrmus^ a 
poor representation of reality and a mere automaton exclusivdy guided 
by material interests. Some one has remarked that if you add to this 
figure a tinge of patriotism you have a faithful picture of the English- 
man and Scotsman of his day. Had he been acquainted with Gexmans 
or Frenchmen, with their less sordid attachment to material gain, he 
might have judged differently. It may be that our reading of Mm is 
incorrect. He seems to have taken care to note that his remarks do 
not apply to d/, but only to the generality of men. He continually 
recalls the fact that he is speaking of men of common understanding,* 
or of those gifted with common prudence.* He knew well enough that 
the principles of common prudence do not always govern the^ conduct 
of eoety individual, but he was of opinion that they always influenced 
that of the majority of every class and order.® His reasoning is applic- 
able to men m masses and not to individuals in particular. Moreover, 
he does not deny that man may be unacquainted with or may even 
entirely ignore his own interest. We have just quoted a passage wherein 
he remarks that bankers who temporarily issue too many notes are at 
that moment ignorant of their own interests. 

These reservations notwithstanding, and full account being taken of 
all the exceptions to the principles as laid down by Smith, it is still 
true to say that as a general thesis he considers “the natural effort of 
every individual to better his own condition** — ^that is, personal in- 
terest — ^as the fundamental psychological motive in political economy. 
Any reference to the case of business men who arc really actuated by 
a desire to take general welfare as their guide in matters of conduct 
is treated with a measure of scepticism wMch it is difficult not to share. 
“I have never known much good done by those who affected to trade 

^ **It is thus that the private interests and passions of individuah naturally dii^x)8e 
them to turn their stock towards the employments which in ordinary cases are most 
advantageous to the society.** The word ‘passions* was not inserted by ch^ee; It 
occurs no less than three times on the same page. {Wealth qf Book TV, chi^ter 

vii, Part III; Gannan, Vol. 11 , p. 129.) 

* /Wd., Bo^ III, chapter iv; Vol. I, pp. 389, 390. 

> Book II, chapter i, mfinei Vol. I, p. 26y. 

* /Wrf., Book n, chapter iv, beginning of chapto; Vd* I, p. 332. 

* Ibid,, Book II, diapter ii; Vol. I, p. 278. 
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for the public goocL It m an affectation, indeed, not common 
amoi^ merdiants, and very few words need be employed in dissuade 
ing ihcm Sxmi it.”^ Not that sentiment does not play a part, and a 
important part, in die philosophy of Smith; but sentiment, or sympathy, 
2A he calls it, has the domain of morality for its own, while interest 
dmmnates that of economics. All his thinking led him to a firm belief 
inn spontaneous economic order founded and guided by self-interest. 

Comparison with the Physiocradc doctrine concerning the natural 
and essential order of societies is illuminating. To the Physiocrats die 
^natural order’ implied a system — ^an ideal. It required a genius to 
dhcover it, and only an enlightened despotism could realize it. For 
Smith the ^spontaneous order’ was a fact. It was not a thing to be 
brought into being. It already existed. It was doubdess held in check 
by a hundred imperfections, including, among others, the stupidity of 
human legislation.^ But it was triumphant over them all. Beneath 
the artificid. constitution of society lay the natural constitution which 
completely dominated it. This natural constitution, which for the 
Physiocrats was nothing more than an ideal. Smith discovered in 
actual operation, and he was able to describe its modus operandL Political 
economy, which with Quesnay was nothing better than a system of 
rules and regulations, became in Smith’s hands a natural science 
based upon the observation and analysis of existing facts. In a pas- 
sage written in his usual lucid style Smith shows the superiority of his 
system over that of the Physiocrats. 

Some speculative physicians seem to have imagined that the 
health of the human body could be preserved only by a certain 
piedse regimen of diet and exercise, of which every, the smallest, 
violation necessarily occasioned some degree of disease or disorder 
proportioned to the degree of the violation. . . Mr Quesnai, who 
was himself a physician, and a very speculative physician, seems to 
have entertained a notion of the ssune kind concerning the political 
body, and to have imagined that it would thrive and prosper only 
under a certain precise regimen, the exact regimen of perfect liberty 
aiwi perfect justice. He seems not to have considered that in the 
political body, the natural effort which every man is continually 
making to b^cr his own condition, is a principle of preservation 
capable of preventing and correcting, in many respects, the bad 
dfects of a ^fitical economy in some degree bom partial and 
cq>prestive. Such a political oeconomy, though it no doubt retard 
more or less, is not always capable of stopping altc^ethcr the 
natural progress of a nation towards wealth and prosperity, and still 

^ WmWi if JfiUums, Book IV, chapter ii; Gannazi, Vol. I, p. 4S1. Afier having just 
said: pursuing his own interest, he h^uendy promotes timt of the sbdety more 

efiSictuaUy tiiiui when he reaUy intends to promote it” 

* iWrf., Book IV, chapter v; Vol. II, p. 43. 
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less of making it. go backwards. If a nation could not pumper 
without the enjoyment of perfect liberty and perfect justice,, there 
is not in the world a nation which could ever have prospered. In 
the political body, however, the wisdom of nature has fortunately 
made ample provision for remedying many of the bad effects of die 
folly and injustice of man; in the same manner as it has done in 
the natural body, for remedying those of his sloth and intemperance.^ 

This passage leads us to his second thesis, namely, the excellence of 
these economic institutions. As we have already remarked, these two 
ideas of spontaneity and excellence, though confused by Smith, ought 
to be treated apart. His naturalism and optimism are inseparable, 
and both of them find eepression in the same paragraph. The passage 
just quoted affords a proof of this. Personal interest not only creates 
and maintains the economic organism, but at the same time ensures 
a nation’s progress towards wealth and prosperity. The institutions 
are not only natural, but are also beneficial. They interest him not 
merely as objects of scientific curiosity, but also as the instruments of 
public weal. Herein lies their chief attraction for him, for political 
economy to him was more of a practical art than a science.^ 

But this is hardly emphatic enough. ^ Natural economic institu- 
tions are not merely good: they are providential. Divine Providence 
has endowed man with a desire to better his condition, whence arises 
the ‘natural’ social organism: so that man, following where this desire 
leads, is really accomplishing the beneficent designs of Gk)d Himself. 
By pursuing his own interest, man “is in this as in many other cases” 
(he is writing now of the employment of capital) “led by an invisible 
hand to promote an end which was no part of his intention.”® The 
Physiocrats could hardly have improved upon that. 

We can scarcely share in his optimism to-day. But it has played 
too prominent a role in the history of ideas not to detain us for a 
moment. We must examine the arguments upon which it is based 
and endeavour to grasp their import. 

Let us note, in the first place, that every example hitherto deduced 
with a view to proving the spontaneity of economic institutions at 
the same time furnishes a demonstration of the beneficial effects of 
personal interest. Owing to a coincidence by no means fortuitous 
every institution mentioned by Smith as owing its existence to die 

^ Wealth of NaHons, Book IV, cluster ix; Caiman, Vol. II, p. 172, 

* great object of the political oeconomy of every country, k to increase the 
riches and power trf* that country.” {Ihid., Book 11 , chapter v; Vol. I, p. 351,) Theca- 
pression ” ^e political economy of every country,” which Smith frequently employed, 
mif^t he used in answer to writers suc^ as^Kaies, who apeak of the Univertraon m: 
Internationalism ei Smidi. 

* Book IV, chapter ii; Vol. I, p. 421. 
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pxt^vMence of actibo of this kind h at die same time favourable to 
economic progress. Division of labour, the inventimi of money, and 
the accum^tion of capital are so many natural social facts that also 
increase wealth. The adaptation of demand and supply, the distii* 
bution of money according to the need for a circulating niedimn, the 
growth of population according to the demand for it, are so many 
spontaneous phenomena which ensure the efficient working of eco* 
nomic society. A perusal of Smith’s work leaves us with the impres- 
aon that these i^ntaneous institutions must also be the best. 

The general prodF of this thesis is scattered throughout the whole 
book. But there was one point especially upon which Smith was very 
amdous to show complete accord between public and private interest* 
This was in connexion with the investment of capital. In his opinion 
capital spontaneously seeks, and as spontaneously finds, the most 
favourable field for investment — ^most fiayourable, that is to say, to 
the interest of society in general. This proof at first sight seems to 
apply only to one special fact, but it really has a more general import. 
We know the great stress which Smith laid upon capital. Division of 
labour depends upon it, and so does the abundance or scarcity of 
produce. It determines the quantity of work and fiixes the limit of 
population. To show that the investment of capital conforms to the 
general interest is to show that all production is organized in the 
manner most favotirable to national prosperity. 

Smith distinguishes between four methods of investing capital: in 
agriculture, in industry, in the wholesale and in the retail trades. 
Wholesale industry is further divided into three classes: domestic 
trade; foreign trade, furnishing the nation with foreign products; and 
carrying trade, which transports those goods from one country to 
another. Smith maintained that the order in which these various forms 
erf activity were mentioned was also the order of their utility, agricul- 
ture being the most advantageous, industry the second-best, etc. 

He also proposes two criteria for testing this hierarchy: (i) the 
quantity of productive labour put into operation by means of the 
capital employed by each; (2) the amount of exchange value annually 
added to the revenue by each of these employments. As we pass 
fi:om agriculture to the other branches, the quantity of productive 
labour brought into operation and the amount of exchange value 
obtained ^adu^y decreases, and with this decrease goes a diminirfi- 
irg utility for the country. Smith thought that a nation oxi^ht to 
employ its capital in the way he had sugg^ted. It ought to give the 
prdisrence to agriculture, and engage in the other branchos only as 
the accumulation <rf capital permitted. 
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But this is prccisdy what the capitalists would do w«re they totireiy 
free. Every one of them, in &ct^ is interested in keeping his captal 
as near hcmie as possible, with a view to better supavhiion. CMy m 
a last resource does he venture to engage in foreign commerce. Again, 
even among the industries carried on in his own country every capita^ 
list will preferably dioose that which will result in the production of the 
greatest exchange value, seeing that his profit varies with the amount of 
this exchange value. His investments will accordingly be made in the 
order mentioned, an order which roughly corresponds to the greater or 
lesser quantity of exchange values. produced by each industry. And 
finally, when contemplating investment in foreign trade he will for the 
same reason follow the order specified above — the order of greatest 
general utility. Thus the double desire of keeping one’s capital within 
one’s reach and of finding for it the most lucrative field of investment 
l^ds every capitalist to employ his capital in the fashion which is most 
advantageous for die nation. Such is the argument, whatever its value. 

Even if we adopted his criteria it is obvious that his classification 
is altogether too arbitrary. How, for example, can we justify the 
statement that an industrial enterprise or the carrying trade employs 
less capital than agriculture? The exact contrary would be nearer 
the truth, and agriculture ought to be given a much more modest 
position. Moreover, the conception of such a hierarchy docs not 
accord very well with the theory of division of labour, which seeks to 
put the various forms of human activity more nearly on an equality. 

As a matter of fact we cannot even accept a criterion which takes 
the amount of exchange values furnished by an industry as the test 
of its social utility. This increase in the quantity of exchange values 
simply proves that the demand for the goods concerned is stronger 
than the demand for some others. When capital flows into certain 
industries it only points to the spontaneous satisfaction social 
demand. But social demand and social utility are not necessarily the 
same. Demand is the outcome of human desires, and its intensity 
depends upon the revenue drawn by the individual. But we can 
neither regard these desires in themselves nor the system of distribution 
that makes such desires ^efifective’ as sufficioit tests of social utility. 
And to say that production follows demand is to prove nothing at all. 
Smith himself seems to have realized this; hence his otl^ criterion — 
the quantity of productive labour employed by capital. According 
to this test those industries that employ flie lea^ amoimt of machinery 
and the greatest amount of hand labour are the most useful — quite an 
untenable view. 

A demonstration of a somewhat similar character has been atteippted 
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by the Hedonistic school. They have shown how free competition 
always tends to direct production into such channels as will result in 
maximum utUity^ or, in other words, that it affords the best method 
of satisfying the actual demands of the market. But they have been 
very careful to note that social utility and ophelimity arc two very 
d^erent ^q>ressions that must never be confused, and they admit 
that they have failed to find any scientific test of social utility. 

Smith’s argument is unsatisfactory, and its foundation untrmt* 
worthy. We do not forget that his optimism is based not so mtK:h 
upon this specious demonstration as upon the great number of 
observations which he had occasion to make in the course o£ his work. 
Tliis idea of a harmony between private interest and the general well- 
being of a society was not put forward as a rigidly demonstrable a 
prioH theory, open to no exceptions. It was rather a general view of 
the whole position — ^the conclusion drawn fi’om repeated observation^ 
the nSsum^ of a detailed inquiry which had covered every comer of 
the economic field. A particular process of reasoning may have helped 
to confirm this conclusion, but the reasoning itself was lai^ely based 
upon experience, tiie universal experience of history. It was the study 
ci tills experience that led to the discovery of a ‘vital’ principle of 
health and progress in the ‘body social.’ Smith would have been the 
first to oppose the incorporation of his belief in any dognaa. He was 
Gcmtent to say tiiat “most firequently” and in a “majority of cases” 
general interest was satisfied by the spontaneous action of private 
int^est. He was also the first to point out instances — ^in the case of 
xr^rdiants and manufacturers, for example — ^where the particular and 
the general interest came into conflict. We might cite many charac- 
teristic passages in which he takes pains to qualify his optimism. 

Absolute his optimism was not, neither was it universal. In fact, 
it would not be difficult to prove that it was never intended to apply 
to anythii^ other than production. Nowhere does the great Scots 
economist pretend that the jnesent distribution of wealth is the justest 
ponible — a trait that distinguishes him from the optimists of Bastiat’s 
sdiool. Ifis optimism deserted him when he reached that portion of 
his subject. On the contrary, he showed that landed proprietors as 
well as capitalists “love to reap where they have not sown,” that in- 
eqp^ties in social position give masters an advantage in bargaining 
wi^ titeir men.^ In more than one passage he speaks of interest and 

^ WsttUk fifNatiensy Book I, chapter viii; Caiman, Vol. I, p. 68. The masters possess 
the advantage in dtsousion (i) because tiiey can combine much more easily; { 2 ) 
bemuse, tiianiai to their superior funds, tihey can afford to wait while **many workm^ 
could not fubsbt a wedc, few could subsist a month, and scarce any a year without 
en^ldoymeiitt’* 
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rent as 4cducticttis from the produce of labour.^ Smith, indeed, might 
well be regarded as a forerunner of socialism. There is no difficulty 
in beli^wng, so far as the experience old countries goes, that “irat 
and profit eat up wages and the two superiewr orders of people oppress 
the inferior one.”* 

It is especially important that we should make a note the opinions 
of those people who think that Smith intended his optimism to extend 
to distribution as well as to production. As a matter of fact he was 
too level-headed to entertain any such idea. Even Say himself in the 
last edition of his Treatise expresses some doubts as to the equity of the 
present system of distribution.* Smith was not really concerned with 
the question at all. It is only at a much later date, when the socialists 
had demonstrated the importance of the problem, that we hear of 
this belief in the beneficence of economic institutions. It really repre- 
sents a reaction against the socialistic teachir^ and an attempt at a 
justification of the present methods of distribution. 

We must beware of confusing Smith’s optimism witih that of modem 
Hedonism, or of identifying it with Bastiat’s answer to the socialists. 
It lacks the scientific precision of the one and has none of the apolc^etic 
tone of the other. It is little more than a reflection prompted by the 
too naive confidence of the eighteenth century in the bounty of 
‘nature,’ and an expression of profound conviction rather than the 
conclusion of a logical argument. 

Ill: ECONOMIC LIBERTY AND INTERNATIONAL TRADE 

The practical conclusion to which naturalism leads and to which 
Smith’s optimism points is economic liberty. So naturally does it 
proceed from what we have just said that the reader finds himsetf 
quite prepared for Smith’s celebrated phrases: 

All systems either of preference or of restraint, therefore, being 
thus completely taken away, the obvious and simple system of 
natural liberty establishes itself of its own accord. Every man, as 
long as he does not violate the laws of justice, is left perfectly free 
to pursue his own interest his own way, and to bring botli his 
industry and capital into competition with those of any other man, 
or order of men. 

As to the Government, or “sovereign,” as Smith calls him, “he is 
1 df. p. 95. 

• Book IV, chapter vii. Part 11 , the begmning; Vol. II, p. 67. 

* Say, spealdag of die worldiig daues, remaflbi: ‘*Are we quite certam that the 
workman obtains feat share of wealth which k exactly proportioned to fee amount 
which he has contributed to prodm^on?** (TVasfef, 6fe ed., p. 1 16.} 
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completely discharged from a duty, m the attempting to perform which 
he must always be escpcMed to innumerable delusions, and for the 
jnroper petformance of which no human wisdom or knowlec^e could 
ever be sufficient; the duty of superintending the industry of private 
pec^le, and of directing it towards the employments most suitable to 
the interests of the society/^ 

Smith, following the Physiocrats, but in a more comprehensive and 
scientific fashion, finds himself driven to the same conclusion, namely, 
the wisdom of non-'intervention by the State in matters economic.^ 
But here, as elsewhere in his work, the sense of the positive and the 
concrete, so remarkable in Smith, prevents his being content with a 
general demonstration. He is not satisfied with proving the ineffi- 
dmcy of intervention as compared with the efficiency of those institu- 
tions which are spontaneously created by society itself, but he attempts 
to show that the State, by its very natme, is unfitted for economic 
functions. His arguments have been the arsenal firom which the 
exponents of State intervention have been supplied with ammunition 
ever since. 

Let us briefly recall them. 

**No two characters seem more inconsbtent than those of trader 
and sovereign.”* CJovernments are ‘‘always, and without any excep- 
tion, the greatest spendthrifts in the society.”* The reasons for this 
are numerous. In the first place, they employ money which has been 
gmned by others, and one is always more prodigal of the wealth of 
others than of one’s own. Moreover, the Gkwemment is too far removed 
firom the centres of particular industries to give them that minute 
attention which th^y deserve if they are going to prosper. 

The attention of the sovereign can be at best but a very general 
and vague consideration of what is likely to contribute to the better 
cultivation of the greater part of his dominions. The attention of 
the landlord is a particular and minute consideration of what is 
Ukely to be the most advantageous application of every inch of 
ground upon his estate.* 

This necessity for a thorough cultivation of the soil and for the best 
employment of capital, for direct and carefiil superintendence, is an 
idea to which he continually reverts. He regrets, among other things, 
that the gprowth of public debts causes a penrtion of the land and the 

1 WtM MUions, Book IV, chapter nc, in fine; Cannan, Vol. 11 , p. 184. 

* Bid., Bock V, chapter ii, Part I; V<^. 11 , p. 304. He makes exception only of the 
posiKiffiGe, ^^periiaps die cmly mercantile project which has been successfiiily managed 
by, I heBcvt, every sort of government.** (P. 303.) 

^BU., Book II, chaptor iii; VoL 1 , p. 328. 

^BuL, Book V, ehi^ter ii, Part II, art. i; VoL II, p. 3x8* 
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national capital to pass into the hands of fund-holders, who are doubt* 
less interested in the good administration dF a country, but ^‘are nDt 
interest^ in the good condition of any particular portion of land^ 
or in the good management of any particular portion of capital 
stock.^i 

Lasdy, the State is an inefficient administrator because its agents 
are negligent and thriftless, not being directly interested in adminis- 
tration, but paid out of public funds. Should the administration of 
the land pass into the hands of the State he exclaims that not a fourffi 
ct the present produce would ever be raised, because of ^‘the negligent, 
expensive, and oppressive management of his &ctors and agents.’’* 
On the contrary, he proposes that the remainder of the common land 
should be distributed among individuals. On this point European 
Governments have followed his advice somewhat too closely.* For 
the same reason — ^the necessity for stimulating personal interest 
wherever possible — ^he commends, instead of a fixed salary for public 
officers, payment by those who benefit by their services, such payment 
in every case to be in strict proportion to the zeal and activity dis- 
played. This was to apply, for example, to judges and professors.* 
State administration is accordingly a pis aller^ and intarvention 
ought to be strictly limited to those cases in which individual action is 
impossible. Smith recognizes three functions only which the State can 
perform — ^namely, the administration of justice, defence. 

and, thirdly, the duty of erecting and maintaining certain public 
works and certain public institutions, which it can never be for the 
interest of any individual, ot small number of individuals, to erect 
and maintain; because the profit could never repay the expence to 
any individuaJ or small number of individuals, though it may fre- 
quently do much more than repay it to a great society.® 

We must beware, however, lest we exaggerate this point. Although 
Smith, in the majority of cases, preferred individual action, we must 
not conclude from this that he had unlimited confidence in individuals. 
Smith’s individualism was of a particular kind. It was not a mere 
blind prcfisrence for every private enterprise, for he knew that industry 
fiequently falls a prey to the spirit of monopoly. “People of the same 
trade seldom meet together, even for merriment and diversion, but 
the conversation ends in a conspiracy against the public, or in some 

^ W0M Book V, chapter hi; Canaan, Vol. II, p. 413. 

* /Wrf,, Bode V, chapter ii, Part I; Vol. II, p. 3<3B. 

* Cf, pardculaiiy Burgin, Les Ommmaux $t la Ritjohaim fran^am^ in NotwelU Revue 
kktoHqm 4e Dmit Nov.-Dec. 1908. 

* Weal^ qf Naiiom, Bode V, chapter i, Fart III, art s; Cannan, Vd. II, p. aso. 

* IbkLt B^ IV, i^pter ix, ^ VoL II, pi 185. 
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contrivance to raise prices.”^ In order that a private entoprise may 
be useful for the community two conditions are necessary. The entre* 
prmm must be: (i) actuated by personal interest; (2) his actions must 
by means dT competition be kept within the limits of justice. Should 
either of these two conditions be wanting, the public would run the 
thk of losing as much by private as they would by State enterprise. 
Thus Smith throughout remains very hostile to certain collective 
enterprises of a private nature, such as joint-stock companies,^ because 
of the absence of personal interest. The only exceptions which he 
would tolerate are banks, insurance companies, and companies formed 
for the construction or maintenaxu:e of canals or for supplying great 
towns with water, for the management of such undertakings can 
easily be reduced to a kind of routine, ‘‘or to such a uniformity of 
method as admits of little or no variation.”* 

His opposition to every kind of monopply granted either to an indi- 
vidual or to a company is even more pronounced. A whole chapter 
is devoted to an attack upon the great trading companies of the 
seventeenth and eighteenth centuries, which were createef with a 
view to the development of colonial trade, and of which the East India 
CSompany was the most famous. 

One other olwervation remains to be made. Non-intervention for 
Skmith was a general principle, and not an absolute rule. He was no 
doctrinaire, and he never forgot that to every rule there are some 
exceptions. An interesting list could be made, giving all the cases in 
which, according to Smith, the legitimacy of State intervention was 
indi^utable — ^legal limitation of interest,^ State administration of the 
post-office, compulsory elementary education. State examinations as a 
condition of entry into the liberal professions or to any post of confi- 
doice whatever, bank-notes of a minimum value of £5, etc.* In a 
characteristic phrase he gave expression to his feeling on the question 
dT restrictu^ the liberty banks. 

Such regulations may, no doubt, be considered as in some respects 
a violation of natural liberty. But those exertions of the natural 
liberty erf* a few individuals, whkh might endanger the security of the 

2 Wed&i qf NaUonSf Book I, diapter x, Part II; Caiman, Vol. I, p. 130. 

S V, chapter i, Part III, art 1; Vol. 11 , p. 233. 

* Jhid^ Book V, diapter i. Part III, art i; Vol. II, p. 246. 

4 Book II, diapter iv, in fine; Vot I, p. 338. It is probable that his conversion 

to bdtef in absolute liberty took place later as the result of his perusal crf'Bei^iam’s 
Dqfimce qf Usury {1787) advocatixig the right of taking interest This seems to have 
been the cine if can credit the repc^ of a cemversation which Smith had with 
one d'Bemliam’s ffiends, mentioned in a letter written to Bentham by an<xh^ of his 
b3eisdb~<leorge Wiium. Cf. jerfm Rae, Iqfe qf Adam Smith, p. 423. 
ft WeM qf Xaikms, Book II, <;hapter it; Gannan, VoL I, p. 307. 
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whole of society, are, and ought to be, restrained by the laws of all 
governments; of the most free, as well as of the most despotical*^ 

Despite these reservations it is still very evident that the whole of 
Smith’s work is a plea for the econonuc freedom of the individual^ 
It is an eloquent appeal against the Mercantilist policy and a violent 
attack upon every economic system inspired by it. 

On this point there is absolute agreement between the work done 
by Smith in England and that carried on at the same time by the 
Physiocrats in France. Both in foreign and domestic trade producers, 
merchants, and workmen were hemmed in by a network of restrictions 
either inherited from the traditions of the Middle Ages or imposed 
by powerful party interests and upheld by false economic theories. 
The corporations still existed in the towns; although their regulations 
could not be applied to industries bom after the passing of Elizabeth’s 
famous law concerning apprenticeship. The Colbertian system, with 
its mob of officials entrusted with the task of superintending the 
processes of production, of examinii^ the weight, the length, and the 
quality of the material employed, was still a grievance with the woollen 
manufacturers.* The fixing of the duration of apprenticeship at seven 
years, the limitation of the number of apprentices in the principal 
industries, the obstacles put in the way of the mobility of labour by 
the Poor Law, and by the series of statutes passed since the reign of 
Elizabeth, fettered the movement of labour and the useful employ* 
ment of capital. Smith opposed these measures with the whole of his 
ene!^. England, unlike France, had fortunately escaped internal 
restrictions upon trade, but the restraints placed upon fordgn trade 
still kept England and Ireland commercially separated. These checks 
upon foreign trade proved as irksome in England as they did every- 
where else. Manufactured goods from foreign countries were heavily 
taxed or were prohibited entrance altogether. Certain natural pro- 
ducts — e.g.y French wine — ^were similarly handicapped; the importa- 
tion of a number of emnmodities necessary for national industry was 
banned; a narrow and oppressive policy regarded the colonies as Ac 
natural purveyors of raw matoials for Ae moAer-country and Ac 

^ WeaUh of NaHonSy Book II, chapter ii; Caiman, Vol. t, p. 307. He contiiiaes: 
**The obligation of building party wafis in order to prevent the communication of fire 
is a violation of natural liberty, exactly of the same land with the reg^ilaticnis of the 
banking trade which are here proposi^.” This passage proves that Smith was hi 
favour of public regulations which would further the matedal security of the citizens. 
Elsewhere he diows his partiality for adapting hygienic precautions against the ^read 
ofccmUigtous disuses (Boede V, chapter i. Part III,art at; Vd. II, p ays). 

* Qf. iShmtoux, 4^. dUj pp. 65-^6. Thh woih gives most intere^ii^ details beamg 
upon all the pomts mentioned here. Intemd restriction are criticized by Smith m 
second part of Aapter x of Book %. . . , 
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wSling buyers of its manu&ctured goods. Against all this mass of 
regulations, destined, it was thought, to secure the supremacy of 
England among c^er commercial nations, Smith directed his most 
spirited onslaughts. The foiuth book of the Wealth of NaHons is an 
dbqfuent and vigorous attack upon MercantiliMn, admirable alike 
for the precision and the extent of its learning. It was this section of 
his work that interested his contemporaries most. For us it would 
have been the least interesting but for its theory of international trade 
and its criticism of Protection in general. On this account, however, 
it is of conriderable importance in the study of economic doctrines. 

In the struggle for Free Trade, as on other points, Smith was fore- 
stalled by the Physiocrats. But again has he shown himself superior 
in the breadth of his outlook. Physiocratic Liberalism was the result 
of their interest in agriculture, foreign trade being of quite secondary 
importance. Smith, on the other hand,. considered foreign trade in 
its^ advantageous, provided it b^an at the right moment and 
^veloped spontaneously.^ Although his point of view is far superior 
to that of the Physiocrats, even Smith failed to give us a satisfactory 
. theory. It was reserved for Ricardo and his successors, particularly 
John Stuart Mill, to find a solid scientific basis for the theory of inter- 
national trade. The doctrine of the Scots economist is somewhat lame. 
But the hesitancy of a great writer is often interesting, and some of his 
arguments deserve to be recalled. 

Already in our review of his theory of money we have become 
familiar with Smith’s criticism of the balance of trade theory. But 
the balance of trade theory is not the whole of Protection, and we find 
in Smith something more than its mere refutation. In the first place, 
we have a criticism of Protectionism in general considered in its 
Mercantilistic aspect, followed by an attempt to demonstrate the 
positive advantages of international commerce. 

^ The first aitidsm that he o^ers might be summed up in the well- 
known phrase: Industry is limited by capitaL” “The general 
industry of the society can never exceed what the capital of the society 
can employ.” But Protection, perhaps, increases the quantity of 
capital? No, “for it can only divert a part of it into a direction into 
vMch it might not otherwise have gone.” But the dire<^on spon- 
t^eously given to their capital by individuals b the most fttvourable 
tp a country’s industry. not Smith demonstrated this already? 

oi those dilTei^t bratiches of trade, however, Is not only advantageous, 
biU necessmy and unavoidable, when the course of things, without any constraint 
or idolence, naturally Introduces it,^ says he, after living an expositiem 
dve advanihges 4^ die various fornu of eanunnkactivi^^ {We<Mqf Nations^ Bock Ih 
chapter v; Gasman, Vol 1 , p. 353.) 
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Protection, coiisequently^ is not merely useless; it may even pwvc 
injurious.^ 

The argument does not appear deduve, espedsJly when we recall 
the criticism of Smithes optimism given above. To borrow an ex- 
pression of M . Fareto,^ it is the maximum of ophelimity and not the 
maximum of utility that is realized by the capitalists tmder the action 
cf personal interest. 

A second and a more striking argument shows the absurdity o£ 
manufacturing a commodity in this coimtry at a great expemc when 
a similar commodity might be supplied by a foreign country at less 
cost. It is the maxim of every prudent master of a family, never to 
attempt to make at home what it will cost him more to make than to 
buy. . . . What is prudence in the conduct of every private &mily, 
c^ scarce be folly in that of a great kingdom.*** It is foolish to grow 
grapes in hothouses in Scotland when better and cheaper can be got 
from Portugal or France. Everybody is convinced of that. But a 
similar stupidity prevails when we are hindered by tariffs from profiting 
by the natural advantages which foreign nations possess as compared 
with ourselves. All *‘the mean rapacity and the monopolizing spirit 
of merchants and manufacturers*’* was necessary to blind men to 
their true interests on this point. According to Smith, there exists a 
natural distribution of products among various countries, resultix^ in 
an advantage to all of Aem. It is Protection that hinders our sharing 
in the adv^tages. This is the principle known as the ‘‘territorial 
division of labotir.” 

This is the best argument for Free Trade. Later on Ricardo and 
Mill were to think they had improved it by their theory of ‘compara- 
tive cost,* but they only managed to complicate it, and the most recent 
theories have returned to this original view. It is a strai^e thing that 
Smith himself did not adopt it, and when he wanted to demonstrate 
directly the advantages of international trade he became to some 
extent disloyal to his own doctrine. 

The real and decisive argument in favour of free exchange turns 
upon a consideration dT the consumer’s interests. Inoreised utilities 
placed at his disposal mark the superibrity of free exchange, or, as 
John Stuart Mill puts it, “the only direct advantage of fore^ emn- 
merce consists in &e imports.”* With Smith thb is the point of view 
developed least of all. True, he wrote that “consumption is the sole 

^ WwiA qf Katims^ Book IV, chapter ii; Cannan, Vol. 1 , p. 419. 

* Bo(^ IV, duqpter it| VoL I, p. 42a. 

» /Wrf., Book rV, chapter lii, Part II; Vol. I, pp. 457-458. 

* Princ^Us qf Pi 4 iHcal Ecomm^^ Book III, chiller xviL 
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end and purpose of all {Hoductkm. But, in the mercantile system, 
the interest of the consumer is almost constantly sacrificed to that of 
the produoar,”^ This criticism, however, was placed at tiic end of 
his examination of the Mercantilist system in chapter viii of Book IV. 
It is not fimnd in the first edition o£ the work, ami was only added in 
the third.* . 

It is the point of view of the producer that Smith invariably adopts 
when attempting to illmtrate the advanta^^ of international trade.* 

Just now foreign trade seemed to afford a means of disposing of a 
country’s surplus products, and this extension of the market, it was 
argued, would lead to further divition of labour and increased produce 
tivity.^ But one is kd to ask why, instead of producing the superfluous 
goods which it must export, it does not produce those things which it 
is obliged to import. 

Smith, being now desirous of showiig that international trade 
necessarily benefits both countries, bases his argument upon the fact 
that the merchants in both countries must make a profit — i.^., get an 
additional exchange value, which must be added to the others. To 
this Ricardo justly replied that the profits of a merchant do not 
necessarily increase the sum of utilities possessed by any country. 

Here again, in striking contrast with the attitude of the Physiocrats, 
&nith, despite himself, has championed his own adversaries. As yet 
he is not sufficiently rid of Mercantilist prejudice not to be concerned 
with the welfore of the producer, and in his great work we find excel- 
Imt argument and debatable points of view placed side by side. It 
does not appear that he himself realized this incompatibility. An 
irresistible tide was sweeping everybody before it in the direction of a 
nmre liberal policy. It proved too powwrfiil for his contemporaries, 
who were not concerned to give a careful consideration to every part 
of his thesis. Enough that they found in him an ardent champion of 
an attractive cause. 

We have already noticed more than once the hesitation which 

^ Wealth of Nathmst Book IV, chapter vni; CSaxman, Vol. 11 , p. 159. 

* It is true that in Book IV, chapter iii. Part II, he declares; *‘In every country it 
always is and must be the interest of the great of the people to buy whatever 
diey want of those \dio sell it tiieapest llie proposition is so very manifest, that it 
seems ndipahms to take any pains to prove it.*’ (Gannan, Vcd. I, p. 458.) 

^SpeaHr^ of duties on com, he writes: **To prohibit by a perpetual law the 
impoitiition of fortign com and cattle, b in reality to enact, that the population and 
industry of the country shall at no time exceed what the true produce of its own soil 
can maintain.** Book IV, chaptor ii; Vol. I, p. 427.) He always >aewB the 

question fiom the standpoint of inoeased populatton and labour, and not from that 
^ the consumer. 

iock Ih cluq>ter v. <^..Book IV, chapter i. 
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Smith displays when he comd to apjdy his priacifdey and we iniist 
again infer to it in this connexion. 

Theoretically a champion of absolutely free exdiange, he xnhjgates 
his belief in practice, and mentions an exception to his policy whidi 
seemed to him a mere matter C3£ common sense. 

To expect, indeed, that the freedom of trade should ever be 
entirely restored in Great Britain, is as absurd as to expect that an 
Oceana or Utopia should ever be established in it. Not only the 
pr^dices of the public, but what is more unconquerable, the 
private interests of many individuals, irresistibly oppose it.^ 

Facts have belied this prophecy, like many others. England of the 
nineteenth century succeeded in realizing this Utopia of free exchange 
— ^almost to perfection. 

Without any illusion as to the future, his condemnation of the past 
was not altogether unqualified. He justified some of the acts that 
were inspired by Mercantilism. “The act of navigation* is not favour* 
able to foreign commerce,’’ said he; “as defence, however, is of much 
more importance than opulence, the act of navigation is, perhaps, the 
wisest of all the commercial regulations of England.”* In another 
instance he justifies an import duty where a tax is levied upon goods 
similar to those imported. Here an import duty merely restores that 
normal state of competition which was upset by the imposition of the 
Excise. Retaliation as a means of securing the abolition of foreign 
duties is not altogether imder his ban.^ And he finally admits that 
liberty is best introduced gradually into those countries in which in* 
dustry has long enjoyed Protection or where a great number of men 
arc employed.® 

His practical conclusion is somewhat as follows: Instead of in- 
numerable taxes which hinder importation and hamper production, 
England ought to content herself with the establishment of a certain 
number of taxes of a piuely fiscal character, placed upon commodities 

1 Width qfNaiiwSi Book IV, chapter ii, in fate; Cannan, Vol. I, p. 435. 

* The * Navigation Laws* is a generic term for a number of laws, die most famous 
of them dating fiom the time of Cromwell. Their immediate oh^ect vras die destruc- 
tion of the Dutch fleet, and English commerce was organized with a view to securing 
this. There is no doubt but that they contrilnited very joonsid^raldy to the develop- 
ment of English maritime power. 

* IHd»f Book IV, chapter ii; VoL X, p. 439. 

« But ** when thm is no probability that any such repeal can be procured it seems 
a bad method of compensating the injxiry deme to certain classes of our people, to 
do another injury ourselves, not only to thoK classes, but to almost all the other classes 
of them.** (iJid., Book XV, duster ii; VoL I, p. 433.) 

* The discusskm of diese varknis cases is to be flmnd towards the end of chapter n 
ofBook^IV. 
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sudi as wine, akobol, su^, tobacco, cocoa. Soda a syston, though 
perfectly consonant with a great deal of free exchange, would yidd 
abundant le^^^ue to the Treasury, and would afford ample ccnnpensa- 
iam for the losses resulting from the introduction of Free Trade.^ 

England has followed his advice, and her finandal system is to*day 
founded on these bases. Few economists can boast of such a complete 
realization of their projects. 

IV: THE INFLUENCE OF SMITH’S THOUGHT AND 
ITS DIFFUSION. J. B. SAY 

Ulc eighteenth century was essentially a century of levelling down. 
In Smith’s conception of the economic world we have an excellent 
example of this. Its chief charm lies in the simplidty of its outlines, 
and this doubtless accounted for ms influence among his contem- 
poraries. The system of natural liberty towards which both their 
political and philosophical aspirations seemed to point were here 
deduced from, and supported by, evidence taken direct from a study 
of human nature — evidence, moreover, that seemed to tally so well 
\rith known facts that doubt was out of the question. Smith’s work 
still retains its irresistible charm. Even if his ideas are some day shown 
to be untenable — a, contingency we cannot well imagine — ^his book 
win remain as a permanent monument of one of the most important 
epochs in economic thought. It must still be considered the most 
successful attempt made at embracing within a single purview the 
infinite diversity of the economic world. 

But its simplicity also constituted its weakness. To attain this 
simplicity more than one important fact that refused to fit in with the 
system had to remain in the background. The evidence employed was 
also frequently incomplete. None of the special themes — ^price, wages, 
profits, and rent, the theory of international trade or of capital — 
which oc€iq>y the greater portion o£ the work, but has been in some 
way corrected, disputed, or replaced. But the structure loses stability 
if some of the comer-stoms are ranoved. And new points of view 
have appeared of which Snuth did hot take suffidoit account. Instead 
of the pleasant impression of simplidty and security which a perusal 
of Smith’s work gave to the economists of the early nineteenth century, 
tiiere has been gradually substituted by his successors a conviction ci 
the g^rowing complexity of economic phenomena. 

To pass a critidsm on the labours of Adam Smith would be to 
review the economic doctrines of the nineteenth century. That is the 
I This system is eipounded in Book V, chapter ii, Part II. 
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best eulogy one can bestow upcm his work. Hie economic ideaM d a 
whole century were, so to spciak, in solution in his writings. Friends 
and files have alike taken him as their starring^point. The fisrmar 
have developed, extended, and corrected his work. The latter have 
subjected his principal theories to harsh criticism at every point. AH 
with tadt accord admit that political economy amunoK^ed with him. 
As Gamier, his French translator, put it, ‘^he. wrought a complete 
revolution in the science.”^ To-day, even although the fVeai^ of 
Mutions may no longer appear to us as a truly scientific treatise on 
political econmny, certain of its fundamental ideas remain incontest- 
able. The theory of money, the importance of division of labour, the 
fundamental character of spontaneous economic institutions, the con- 
stant operation of personal interest in economic life, liberty as the basis 
of rational political economy — all these appear to us as definite 
acquisitions to the science. 

The imperfections of the work will be naturally demonstrated in 
the chapters which follow. In ordor to complete our exposition of 
Smith’s doctrines it only remains to show how they were diffused. 

The rapid spread of his ideas throughout Europe and their incon- 
testable supremacy remains one of the most curious phenomena in 
the history of ideas. Smith persuaded his own generation and governed 
the next.* History affords us some clue. To attribute it soldy to the 
influence of his book is* sheer exa^eration. A great deal must be set 
to the credit of circumstances more or less fortuitous. 

M. Mantoux remarks with much justice that it was the American 
War rather than Smith’s writings which demonstrated the decay of 
the ancient political economy and compassed its ruin. The War of 
Independence proved two things: (i) The danger lurking in a colonhd 
system which could goad the most prosperous colcmies to revolt; 
(2) the uselessness of a protective tar^, for on the very morrow of* 
the war English trade with the American colonies was more flourish- 
ing than ever before. ^*The loss of the American colcmies to Eoghasd 
was really a gain to her.” So wrote Say in 1803, and he adds: ‘‘This 
is a fact that I have nowhere seen disputed.”* To the American War 
other causes must be added: (1) The urgmt need fi>r markets felt by 
English merchants at the close of the Napoleonic Wars; they were 
already abundantly supplied with exceUent machinery. (2) Goupled 
with dm was a growk^ belief that a h%h price of emn as resutt 
of agricultural protection increased die cost of hand labour. These 

^ In tlie priace to his translaticm, 1821 ed, p. box. 

p. 103. llieauthor oft^fainoini^iiaseanot loicn^ 

’ J. B. Say, Tittili/, 1st ed., p. 240. ^ ' 
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two reasons were oxmgh to create a desire for a general lowering isf 
the customs dndes* 

Subsequent events have justified Smith’s attitude on the question 
of fineign trade. In the matter of domestic trade he has been less 
fortunate. 

Hie French Revolution^ .which owed its economic measures to the 
I%q^aiocrats, gave a powerful impulse to the principle of liberty. The 
influoice of the movement was patent enough on the Continent. Even 
in England^ wiiere this influence was least felt, everybody was in 
&vour of imsezrfoire, Pitt became anxious to fiee Ireland fi'om its 
antiquated system of prohibitions, and he succeeded in doing this by 
his Act of Union of 1800. The regulations laid down by the Eliza* 
bethan Statute of Apprentices, with its limitation of the hours of work 
and the fixing of wages by justices of the peace, became more and 
more irksome as industry developed. Every historian of the Industrial 
Revolution has described the struggle between workers and masters 
ard shown how the former clung in despair to the old legislative 
measures as their only safeguard against a too rapid change, vdiile 
the latter refused to be constrained either in the choice of workmen 
or the methods of their work.^ They wished to pay only the wages 
that suited them and to use their machines as long as possible. These 
repeated attacks rendered the old Statute of Apprentices useless, and 
Parliament abolished its regulations one after another, so that by 18x4 
all traces of it were for ever effaced fi'om the Statute Book. 

But Smith did not foresee these things. He did not write with a 
view to pleasing cither merchants or manufacturers. On the contrary, 
he was never weary of denouncing their monopolistic tendencies. But 
by ^le fcHTce of circumstances manufiicturers and merchants became 
hk best allies. His book supjdied than with arguments, and it was his 
•authority that they always invoked. 

IBs authority r^ver ceased growing. As soon as the Wealth of 
Naliims appeared, men like Hume, and Gibbon, the historian, expressed 
to Smith or to his fiiends their admiration of the new work.' In the 
jfeUowing year the Prime Minista*, Lord North, borrowed &om him 
tibe idea of levying two new taxesH-the tax on malt and the tax on 
inlmbited houses. Smith was yet to make an even more illustrimis 
ooHVOt in the person of Pitt Pitt was a student when the Wealtft of 
Me^ms appear^ but he always declared himself a disciple of Smith, 
and as soon as he became a Minister he strove to realize his ideas. It 
was he who ingned the first Free Trade treaty with France — ^die 

^ Mantoax, La mhtsindU^ p. 83. M. Hal6vy giva eiqnesskm to a itmi^ 

idea in fais Jmmemtk JMham^ p. ips (Paris, ipoi). 
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Treaty of Eden, 1786.^ When Smith came to London in 1787, Ktt 
xTOt him more than once and consulted him on financial matters* The 
story is told diat afto: one of these conversations Smith exclaimed: 
**What an extraordinary person Pitt is! He understands my ideas 
better than mysdf.” 

While Smith made converts of the most pronnnent men of his time, 
his book gradually reached the public* Four editions in addition to 
the first appeared during the author’s lifetime.* The third, in 1784, 
presents important differences in the way of additions and corrections 
as compared with the first. From the date of his death in 1 790 to the 
end of the century three other editions were published.* 

Similar success attended the appearance of the work on the Conti- 
nent. In France he was already known through his Theory of Moral 
Sentiments, The first mention of the Wealth of Nations in France appears 
in the Journal des Savants in the month of February 1777. Here, after 
a brief description of the merits of the work, the critic gives expression 
to the following curious opinion: 

Some of our men of letters who have read it have come to the 
conclusion that it is not a book that can be translated into our 
language. They point out, among other reasons, that no one would 
be willing to bear the expense of publishing because of the uncertain 
return, and a bookseller least of all. They are bound to admit, 
however, that the work is full of suggestions and of advice that is 
useful as well as curious, and might prove of benefit to statesmen. 

In reality, despite the opinion of those men of letters, several transla- 
tions the work did appear in France, as well as elsewhere in Europe. 
In little more than twenty years, between 1779 and 1802, four transla- 
tions had appear^. This in itself affords sufficient proof of the interest 
which the book had aroused.* 

Few works have enjoyed such complete and universal success. But 
despite admiration the ideas did not spread very rapidly. Faults of 
composition have been burdened with the responsibility for this, and 
it is a reproach that has clung to the Wedth of Nations from the first. 
Its organic \mity is very pronounced, but Smith does not seem to 

^ So called in honour of the leading English representative, Lord Eden. 

• In 1778, 1784, 1786, 1789. * In 1791, 1793, 1796. 

* Pn^esior Kraus, writhe in 1796, declared that no book published since the dayi 
of the New Testammt would ^ect so many welocnne dianges wl^ it became 
thoroufldy known (J. Rae, p. 360), By the beginning d the nineteenth century its 
influence had beetle predominant. All the Prussian statesmen who aided Stein 
in the prq>mitkm and omeution of those impenrtant refonns that gave birth to modem 
Pnisiaa were thorough versed in Smith’s doctrines, and the Prussian tariff of iftii 
is the tot European tariff In vMck they are deliberately applied. (Qf. Roscher, 
GestidtitU der htaiimUikonomsk in DeatgMmd.) 
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have taken the trouble to give it even the semblance of outward unity. 
To (fisoover its unity requires a real effort thought. South whixiMi* 
caSy r^surded it as a mere dkcourse, and the reeling occasionally 
gives the impression of conversation. The general formulae which 
summarize or recapitulate his ideas are indifferently found either in 
tte middle or at the end c( a chapter, just as they arose. They rqrre- 
sort the conclusions from what preceded as they flashed across his 
mind. On the otha: hand, a consideration of such a question as money 
is scattered throughout the whole work, being discttssed on no less 
than ten different occasions. As early as April i, 1776, Hume had 
expressed to Smith some doubts as to the popularity of the book, 
sedng that its reading demanded considerable attention. Sartorius in 
1794 attributed to this difficulty the slow progress made by Smith’s 
iikas in Germany. Germain Gamier, the French translator, gave an 
outline of the book in order to assist his readers. It was generally 
agreed that the work was a striking one, but badly composed and 
difficult to penetrate owing to the confrused and equivocal character 
of, some of the paragraphs. When Say referred to it as “a chaotic 
collection of just ideas thrown indiscriminately among a number d[ 
positive truths,”^ he expressed the opinion of all who had read it. 

But a complete triumph, so far as the Continent at least was con- 
cerned, had to be the work of an interpreter. Such an interpreter must 
fuse all these ideas into a coherent body of doctrines, leaving useless 
digressions aside.* This was the task that fell into the hands of J. B. 
Say. Among his merits (and it is not the only one) is that of popu- 
Iftriring the ideas of the great Scots economist on the Continent, and 
of givii^ to the ideas a somewhat classical appearance. The tarii of 
discrediting the first French school of economists and of facilitating 
the expansion of English political economy fell, curiously enough, to 
the hands of a Frenchman. 

J. B. Say was twenty-three years of age in 1789.* At that time he 

t In hii introduction to the TratU, ist ed. (The phrase was deleted in the 6th ed.) 

• J. B. Say, Trait^t i« ed., introduction, p. xxxiii. 

• He was bom at Lyons on January 5, 1767. After a visit to England he mtered 
the employnient of an assurance company, and took part as a volunteer in the cam* 

of 1793. From 1794 to xSoo he e^ted a review entitled fhilas(^hiqu$^ 
IkUrake k par me socUU de rdpuhUcems, He was nominated a member oi the 

Ttxlnmate in 1799* After die pubHcatkm of Ids TrtdU the Fiiat Gonnd, having &lted 
to obtain a ptemnse diat the financial prt^xisais outlined in die first edition woiskl 
be ^minated in die second, dismissed him firom the Tribunate, offering hhn thepott 
of director of the DmUs rdwds as compouation. Say, who dimpprov^ of the new 
regime, mAised, and set up a cottmi factory at Atichy-l^Hesdins, in die Pas*de*Oslaii. 
He resized Ins capidd ht 1813, returned to Paris, and in 18x4 pubikhed a second 
edfitkm oThli treatke. In 18x6 he delivered a coinse of lectures on poUdeal economy 
at die AdiSii^,|»dbsWy dicfiiztccainei^v^ These lectures were pub- 
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was Clayi&res’s Secretary. Clavi&res became Minister of Finance in 
1792, but at this period he was manager of an assurance companyi and 
was already a disciple df Smith. Say came across some stray p^^ of 
the Wealth of Nations^ and sent for a copy of the bodt.^ Tlie impression 
it made upon him was profound. “ When we read this work/* he 
writes, *^we feel that previous to Smith there was no siudi thir^ as 
political economy.** Fourteen years afterwards, in 1803, appeared Le 
Traiti dUconomie politique. The book met with immediate success, and 
a second edition would have appeared had not the First Consul inter- 
dicted it. Say had refused to support the Consul*s financial recom- 
mendations, and the writer, in addition to having his book proscribed^ 
found himself banished from the Tribunate. Say waited imtil 1814 
before republishing it. New editions rapidly followed, in 1817, 1819, 
and 1826. The treatise was translated into several languages. Say*s 
authority gradually extended itself; his reputation became European; 
and by these means the ideas of Adam Smith, clarified and logically 
arranged in the form of general principles fix>m which conclusions 
could be easily deduced, gradually captivated the more enlightened 
section of public opinion. 

It would, however, be unjust to regard Say as a mere popularizer 
of Smith’s ideas. With praiseworthy modesty, he has never attempted 
to conceal all that he owed to the master. The master’s name is men- 
tioned in almost every line, but he never remains content with a mere 
repetition of his ideas. These are carefully reconsidered and reviewed 
with discrimination. He develops some of them and emphasizes others. 
Amid the devious paths pursued by Smith, the French economist 
chooses that which most direedy leads to the desired end. Hus path 
is so clearly outlined for his successors that “wayfaring men, thoiii^h 
fix>l8, could not err therein.** In a sense he may be said to have filtered 
the ideas of the master, or to have toned his doctrines with the proper 
tints. He thus imparted to French political econmny its distindive 
character as distinguished firom English political economy, to which 
at about the same time Malthus and Ricardo were to give an oitirely 
new orientation. What interests us more than his bemowing b the 
personal share which he has in the work, an estimate o£ which we must 
now attonpt. 

Uihed xa 1817 in h|s CaUddsme politique. In 1819 the Restoration Govern- 

ment app(^ted him to give a course on * Industrial Economy* (the term ^Fditicid 
Economy* was too terrible). In 1831 he was made Professor Politicai Econmny 
in the C^^fege de France. He died in 1832. Cours cornet i^kornm pdi^qm was 

published* in six vrdumes, in 1828-29# 

^ ^ Of. a letter to houis Say in 1827 (<£^2^ damsest p. 545 )* 
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(i) In the first place, Say succeeded in overthrowing the work of the 
iMiysiocxats. 

The work of donoUtion was not altogedier useless. In France there 
weie mimy who still chmg to the ^sect’ Even Germain Gamier, 
Smith’s translator, considered the arguments the Physiocrats 
theoretically irrefutable. The superiority of the Scots economist was 
entirely in the realm of practice,^ “We may,” says he, **irqect the 
EomnmsU^ theory [meaning the Ihysiocrats’] because it is less usdiil, 
although it is not altogether erroneous.” Smith himself, as we know, 
was never quite rid of this idea, for he recc^nized a special productive- 
imss of land as a result of the co-operation of nature, and doctors, 
judges, advocates, and artists were regarded as unproductive. But 
Say’s admission was the last straw. Not in agriculture alone, but 
everywhere, “^nature is forced to work along with man,”* and by the 
finds of nature was to be understood in future all the help that a 
nation draws directly from nature, be it the force of wind or rush of 
water.* As to the doctors, lawyra, etc., how are we to prove that 
diey take no part in production? Gamier had already protested against 
their exclusion. Such services must no doubt be classed as immaterial 
products, but products none the less, seeing that they possess exchai^ 
value and arc the outcome* of the co-operation of capital and industry. 
In other respects also — ^.g., in the pleasure and utility which they 
yidd — Borvices are not very unlike commodities. Say’s doctrine meets 
with some opposition on this point, for the English economists were 
unwilling to consider a simple service as wealth because of its un- 
eiKlurable character, and the consequent fact that it could not be 
considered as adding to the aggregate amount of capital. But he 
soon wins over the majority of writers.* Finally Say, like Condillac, 
dkeovered a decinve argument gainst Physiocracy in the fict that 
tlm production cS material objects does not imply their creation. 
Msm nevor can create, but must be content with mere transformation 
erf matter. Production is merely a creation of utilities, a furthering of 
that capacity of responding to our needs and of satisfying our wants 
wMch is poraessed by commodities; and all work is productive which 

^ Gsniier’i tramiatum of Adam Snudi, 1802, Vol. V, p. 283. 

* TrmU, m cd., p. 39. 

* Hid,^ p. 21. lAtat aa he employB die mote comprehensive term ^natural agents.’ 

' ^ MLf Book I, chopten xln and sJsiL By ^industiy* Say imdeiita&ds every kind 
oiyboar. (y.Blktd.fPp.yo0$S9q^ 

^ app&aod hostOe to die doctrine of immaterial prochicts, hut 
t aode n kl^ Tooke, IdcCkillodi, and Senior accepted it, and it seemed definitely 
fixed when Stuart Mill omfined the word ‘product’ to material products only. Tot 
Todke’s view see hts letter to Jf. B. Say in die CEmftts 4 imm of fie latter. 
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achieves this result, whether it be industry, commerce, or agricidtere.^ 
The Physiocratic distinction falls to the ground, and Say refutes VfhsA 
Smith, owing to his intimacy with his adversaries, had &iled to 
disprove* 

(a) On another point Say carries forward Smith’s ideas, although at 
the same time superseding them* He subjects the whole conc^tion 
of political economy and the role of the economist to a most thorough 
examination. 

We have already noticed that the conception of the ^natural order’ 
underwent considerable modification during the period which inter- 
vened between the writings of the Physiocrats and the appearance of 
the Wealth of Nations, The Physiocrats regarded the ^order’ as one 
that was to be realized, and the science of political economy as essen- 
tially normative. For Smith it was a self-realizing order. This spon- 
taneity of the economic world is analogous to the vitality of the human 
body, and is capable of triumphing over the artificial barriers which 
Governments may erect against its progress. Practical political 
economy is based upon a knowledge of the economic constitution of 
society, and its sole aim is to give advice to statesmen. According to 
Say, this definition concedes too much to practice. Political economy, 
as he thinks, is just the science of this ‘^spontaneous economic comtitu- 
tion,” or, as he puts it in 1814, it is a study of the laws which govern 
wealth.* ' It is, as the title of his book suggests, simply an exposition 
of the production, distribution, and consumption of wealth. It must 
be distingui^ed fiom politics, with which it has been too fi:equently 
confused, and also fix>m statistics, which is a simple description of 
particular facts and not a science of co-ordinate principles at all. 

Political economy in the hands of J. B. Say became a purely theoreti- 
cal and descriptive science. The role of the economist, like that of the 
savant, is not to give advice, but simply to observe, to analyse, and to 
describe. “He must be content to remain an impartial spectator,” he 
writes to Malthus in 1820. “What we owe to the public is to tell 
them how and why such-and-such a fact is the consequence of another. 
Whether the conclusimi be welcomed or rejected, it is enough that 

^ TfitUiy Book I, chapter ii. Is it not strange diat Say should have &iied to apply 
this idea to commerce? He regards the latter as productive because it creates ex- 
changeable values. Nevertheless he aidcizes Condillac for having said diat mere 
exchjmge of goods increases wealth because it increases the utility of objects. This 
is because Say is perpetually mixing up utility md exchange value, a c onfu sion dtat 
leads him mto many seiious mistakes. 

• Trail/, 6th ed., p. 6. The word ‘laws* does not appear in the first edition. Say , 
merely qpieaks of general i^dnciples. It k fousri fisr die first time in the edition of 
18x4: “General £Mti or, if one widies to call faha^ties hy that name, genesal iawi“ 

(p. XMX). 
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the economist should have demonstrated its cause; but he must give no 
advice.”^ 

In this way Say broke with the long tradition which, stretching 
from the days of the Canonists and the Cameralists to those ci the 
Mercantilists and the Physiocrats, had treated political economy as a 
pracdcal art and a guide for statesmen and administrators. Smith had 
idreaKly tried to approach economic phenomena as a scientist, but there 
was always something of the reformer in his attitude. Say’s only desire 
was to be a mere student; tihe healing art had no attraction for him, 
and so he inaugurates the true scientific method. He, moreover, 
instituted a comparison between this science and physics rather than 
between it and natural history, and in this respect also he differed 
firom Smith, for whom the social body was essentially a living thing. 
Wthout actually employing the term ‘social physics,’ he continually 
su^ests it by his repeated comparison with Newtonian physics. The 
principles of the science, like the laws of physics, are not the work of 
mtn. They are derived from the very nature of things. They are not 
established; they are discovered. They govern even legislators and 
princes, and one never violates them with impunity.* Like the laws 
of gravity, they are not confined within the frontiers of any one country, 
and the limits of State administration, which are albimportant for 
the student of politics, are mere accidents for the economist.® Political 
economy is accordingly based on the model of an exact sdence, with 
laws that are universal. Like physics, it is not so much concerned 
with the accumulation of particular facts as with the formulation of a 
few general principles from which a chain of consequences of greater 
or smaller length may be drawn according to circumstances. 

A ddight in uniformity,^ love of universality, and contempt for 
isolated facts, these are the marks of the savant. But the same qualities 
in men of less breadth of view may easily become deformed and result 
in faults of indifference or of dogmatism, or even contempt for all 
fects. And are not these very faults produced by the stress which he 
lays upon these fuinciples? Was not political economy placed in a 
vulnerable position for the attacks of Sismondi, of list, of the Historical 
school, and of the CSiristian Socialists by this very work of Say? In 

^ Corrcspoiideiice with Mal&us, in (Ewres diversest p. 466. 

Trmtif Introd., iwt ed., p. is; 6th cd., p. 13. 

® ibuL, »t td.y Book I, p. 404^ 

^ Him k no need for exags^tion, and no need to reg»d Say as indifferent to 
iilfifering and misery. He dedares that **for many homcB both in town and country 
Hfr It one long piivadon/* and that thrift in geierni **impHet, not the curtailment ik 
mdm<omo(mdaX^ sudi at expediency and hunumity wtmld welcome, Imt a diminu* 
tion of the teal needs oCI^ it a standing condemnation of the econonne system 

of many Ckwernments.*’ (Traits, ist ed., VoL I, pp. 97*-^; 6th ed., p. 1 16.) 
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Kis radical separation of politics and economics, in avoidi^ tlie 
‘practical* leanings of Adam Smith, he has succeeded in givh:ig the 
science a greater degree of harmony. But it also acquired a cart^ 
frigidity which his less gifted successors have mistaken for banality 
or crudity. Rightly or wrongly, the responsibility is ascribed to Say. 

(3) We have just seen the influence which the fnogress of the 
physical sciences had upon Say’s conception of political economy; but 
he was also much influenced by the progress of industry. Between 
1 776, the date of the appearance of the Wealth of Nations^ and the year 
1803, when Say’s treatise appeared, the Industrial Revolution had 
taken place. This is a fact of considerable importance for the history 
of economic ideas. 

When Say visited England a little before 1789 he found machine 
production already in full swing there. In France at the same date 
manufactures were only just beginning. They increased rapidly 
under the Empire, and the progress after 1815 became enormous. 
Cihaptal in his work De ^Industrie frangaise reckons that in 1819 there 
were 220 factories in existence, with 922,200 spindles consuxnii^ 13 
million kilograms of raw cotton. This, however, only represented a 
fifth of the English production, which twenty years later was quad- 
rupled. Other industries were developing in a similar way. Everybody 
was convinced that the future must be along those lines — ^an indefinite 
future, it is true, but it was to be one of wealth, work, and well-being. 
The rising generation was intoxicated at the prospect. The most 
eloquent exposition of this debauchery will be foimd in Saint-Simonism. 

Say did not escape the infection. While Smith gives agriculture 
the premier place. Say accords the laurels to manufactures. For many 
years industrial problems had been predominant in political economy, 
and the first official course of lectures given by Say himself at the 
Conservatoire dcs Arts et Metiers was entitled “A Course of Lectures 
on Industrial Economy.” 

In that hierarchy of activities which Smith had draw up accord- 
ing to the varying degree of utility each possessed for the nation 
Smith had placed agriculture first. Say preserved the order, but 
placed alongside of agriculture “all capital employed in utitirir^ any 
of the productive forces of nattire. An ingenious machine may pro- 
duce more than the equivalent of the interest on the capital it has cost 
to produce, and society enjoys the benefit in lower prices.”^ This 
sentence is not found in the effition of 1803, and appears only in the 
second edition. Say in the meantime had beai managing his fectory 
at Auchy 4 es 4 !e$dins, and he had profited by his experience; Hiis 

Tfoiti ,6th ed., p. 403. 
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question of machinery^ which was merely touched on by Smith in a 
short passage, finds a larger place in every successive edition of Say’s 
work. The general adoption of machinery by manufacturers both in 
England smd France fi:equcntly incited the workers to riot. Say does 
not fail to demonstrate its advantages. At first he admits that the 
Government might mitigate the resulting evils by confining the on- 
ployment of machinery at the outset to certain districts where labour 
is scarce or is employed in other branches of production.^ But by the 
beginning of the fifth edition he changed his advice and declared that 
such intervention involved interference with the inventor’s property,* 
admitting only that the Government might set up works of public 
utility in order to employ those men who are thrown out of employ- 
moit on account of the introduction of machinery. 

The influence of these same circumstances must be accounted 
responsible for the stress which is laid by Say upon the role of an 
individual whom Smith had not even defined, though Cantillon had 
already emphasized that role, and who is henceforth to remain an 
important personage in the economic world, namely, the entrepreneur.^ 
At the b^[inning of the nineteenth century the principal agent of 
eccmomic progress was the industrious, active, well-informed individual, 
either an ingenious inventor, a progressive agriculturist, or an ex- 
perienced business man. This type became quite common in every 
country where mechanical production and increasing markets became 
the rule. It is he rather than the capitalist properly so called, the 
hmded proprietor, or the workman, who is “almost always passive,” 
who directs production and supermtends the distribution of wealth. 
“The power of industrial entrepreneurs exercises a most notable in- 
fluence upon the distribution of wealth,” says Say. “ In the same kind 
of industry one er^epreneur who is judicious, active, methodical, and 
willing makes his fortune, while another who is devoid of these qualities 
or who meets with very different circumstances would be ruined.”^ 
Is it not tl^ mastor spinner of Audiy-les-Hesdins who is speaking here? 
We are easily convinced of this if we compare the edition of 1803 
widi that of 1814, and we can trace the gradual growth and develop- 
ment of diis conception with every successive edition of the work. 

Say’s classic e9q>osition df the mechanism of distribution is based 
upcm this very admirable conception, which is altogether superior to 
that of Smith or die Physiocrats. The enir^eneur serves as ^e pivot 

^ Xreitdf lit ed., VoL I, p. 48. • Ibid., 5th ed., Vol. I, p. 67. 

eaireprefuur in fket has an important place in GantUlon’i admirable Essm sur 
Is nature in mmwree, writtoii in the middle dt the e%hteenth century, 

^ Coddid esaminatoi of McCulloch*! treatue (1^5), in (Bueres dwerm, pp. 074^ 
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of the whole system. The following may be regarded as an oi^Sne 
his treatment. 

Men, capital, and labour furnish what Say refers to as productive 
services. These services, when brought to market, are given in ex* 
change for wages, interest, or rent. It is the entr€preneur^ whether mer- 
chant, manufacturer, or agriculturist, who requires them, and it is 
he who combines them with a view to satisfying the demand con- 
sumers. “The entrepreneurs y accordingly, are mere intermediaries who 
set up a claim for those productive services which are necessary to 
satisfy the demand for certain products/’ Accordingly there arises a 
demand for productive services, and the demand is ‘*one of the factors 
determining the value of those services.” 

On the other hand, the agents of production, both men and things, 
whether land, capit^, or industri^ employees, offer their services 
in greater or less quantities according to various motives, and thus 
constitute another factor which determines the value of Aese same 
services.^ 

In this fashion the law of demand and supply determines the price of 
services, the average rate of interest, and rent. Thanks to the enire^ 
preneur, the value produced is again distributed among these ‘Various 
productive services,” and the various services allotted according to 
need among the industries. This theory of distribution is in ccHuplete 
accordance with the theory of exchange and production. 

Say’s very simple scheme of distribution constitutes a real progress. 
In the first place, it is much more exact than the Physiocrats’, who 
conceived o( exchange as taking place between classes only, ami not 
between individuals. It also enables us to distinguish the remunera- 
tion of the capitalist from the earnings of the entrepreneur y which were 
confounded by Adam Smith. The Scots economist assumed that the 
entrepreneur was very frequently a capitalist, and confrised the two 
functions, designating his total remuneration by the single word ^profit,’ 
without ever distinguishing between net interest capital and pK^t 
propa*ly so called. This regrettable confusion was fdlowed othar 
English authors, and remained in English economic theory for a long 
time. Hnally, Say’s dieory has anoAer advantage. It gave to his 
French successors a clear scheme of distributton which was wanting 
in Smith’s work, just at the time when Ricardo was attempting to 
overcome the omission by outlimng a new theory dT disuibution. 
According to Ricardo, rent, by its very nature and the laws which 
give li^ to it, is opposed to other revalues, and the rate of W8^ and 
of profits must be regarded as direct opposites, so that the one can 
^ Trmtiy 6th ed., p. 349. 
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miy increase if tibie xxther diminishes — an attractive but erroneous 
theory, and one which led to endless discussion among Ei^lish econo* 
mists, widi the result that they abandoned it altogether. Say, by 
diowing this dependence, which becomes quite clear if we regard 
ws^es and profits fix>m the point of view of demand for commodities, 
and by hb demonstration that rent is determined by the same general 
causes — vk-, demand and supply — as determine the exchange value 
rf other productive services, saved political economy in France from 
a nmilar disaster. It was he, also, who fiimished Walras with the fust 
outlines of his attractive conception of prices and economic equili- 
brium. This explains why he never attached to the theory of rent the 
supreme importance given to it by English economists. In this respect 
he has been followed by the majority of French economists. On the 
other hand, and for a similar reason, he never went to the opposite 
ca^r^e of denying the existence of rent altogether by regarding it 
merely as the revenue yielded by capital sunk in land. In this way he 
avoided the error which Carey and l^tiat attempted to defend at a 
later period.^ 

(4) So far it is Say’s brilliant power of logical reasoning that we have 
admired. But has he contributed anything which is entirely new to 
the science? 

His theory of markets was for a long time considered first-class 
work. “Products are given in exchange for products.” It is a happy 
phrase, but it is not in truth very profound. It simply gives expression 
to an idea that was quite familiar to the Physiocrats and to Smith, 
napiely, diat money is but an intermediary which is acquired only to 
be passed on and exchanged for another product. “ Once the exchange 
has been effected it is immediately discovered that products pay for 
products.”* Thus goods constitute a demand for other goods, and the 
interest of a country that produces much is that other countries should 
{uoduce at least as much. Say thought that the outcome of this would 
bethead^^tofthetruebrotherlmodofman. “The theory of markets 
will chaiige the whole policy of the world,” said he.* He thought 

^ *‘Rcnt;,” he says, ^‘doubtless is partly interest on capital buried in the soil, for 
lincte are few properties which do not owe something to improvements made in them. 
But their total vsdue is seldom due to this alone. It might be if the land were fertile 
hut lacked the necessary fadUtkai lot cultivation. But this is never the case in dvi- 
coUntri^.*’ (Ckidcal examination of McCuUoch^s treatise (1835), CBuvm 
dfesmr, p. u^y.) 
f TfutM, m ed., p. 154. 

, * "The theory of h^t and d* weight and the study d the inclined plane have 
placed the whde d nature at the disposid d matddnd. In the same way the theory 
^ exdiangtt and d martes wBl chai^ the whde policy d the world.’* {iHi*, 
6di ed., p. 51.) 
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that the greater part of the doctrine of Fre6 Trade could be based 
upon this principle. But to esq^ect so much from such a vague, 
evident fonnula was to hope for Ac itnpossihlc. 

Still more interesting is the way in which he applied this “Acory 
of markets” to a study of over-production crises, and Ae light which 
Aat sheds upon Ae nature of Say’s Aought. Gamier had already 
pointed out Aat a general congestion of markets was possible. As 
crises multiplied this fear began to agitate Ae minds of a number of 
thinkers. “Nothh^ can be more illogical,” writes Say. “The total 
supply of products and the total demand for them must of necessity 
be equal, for the total demand is nothing but the whole mass of com- 
modities which have been produced: a general congestion would 
consequently be an absurAty.”^ It would simply mean a general 
increase of wcalA, and “wealth is none too plentiful among nations, 
any more than it is among inAviduals.”* We may have an inefficient 
application of Ac means of production, resulting in Ac over-produc- 
tion of some one commodity or oAer — i.s., we may have partial 
over-production.* Say wishes to emphasize the fact Aat we need 
never fear general over-production, but that we may have too much 
of some one product or other. He frequendy gave expression to this 
idea in Ac form of paradoxes. We might almost be led to believe that 
he denies Ae existence of crises altogeAer in the second edition of his 
work,* In reality he was very anxious to admit Acir existence, but he 
wished to avoid everything that might prove unfavourable to an 
extension of industry.® 

He Aought that crises were essentially transient, and declared that 

1 Train, ist cd., VoL II, p. 175. * Ibid., p. 179. * Ibid., p. 178. 

^ **One kind of product would seldom be mote plentiful than another and goods 
would seldom be too many if every one were given complete freedtMn.” Too much 
stress has possibly been l^d on the phrase ** Certain products ate superabundant 
just because others are wanting,*' and it has been taken as implying that even partial 
over-production is an impossibility. A m>tc inserted on the next page helps to clear 
up the matter and to prevent misunderstanding. “The argument of the chapter,** 
says he, “is not that partial over-production is impossible, but merdy that Ae pro- 
duction ei one thing creates Ae demand for anoth^.” He certainly seems unfaithful 
to his own position in Ae letters he wrote to MalAus, in whiA he tries to defend 
his own pAit of view by saying Aat “production implies producing goods that are 
demand^,** and that consequently if there is any excessive produedkm it is not Ae 
fault of production as suA and cannot be regarded as taer^produdim. In greater 
conformity wiA his own views and muA nearer Ae truA is his rqply to an article 
by Sinnemdi publiAed in 1804 m Ae Mmte en^fdspidiqm mdex Ae title Star h Bdmee 
des Consommafions me Us Braducdiom {lEwes daamr, p. 350). His statements vary 
horn one edition to anoAer, and anything more unstaUe dum Say's views on this 
questimi would be difficult to imagine. The fermida “Products exAange tot 
product u so genaal Aat it mcludes everyAing, but means noAfe^ at all; for %Aat 
is money, after all, if It is not a product? 

* Letters to MalAus (QSmns dmms, p* 466). 
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tfidividiial liberty would be qmte enough to prevent them. He was 
extremely anxious to get rid of the vague terrors which had haunted 
those people who feared that they would not be able to consume all 
this wealth, of a Malthus who thought the existence of tl^ idle rich 
aiferded a kind of safety-valve which prevented over-production,^ of a 
Smnondi who prayed for a slackening dT the pace dfiiKlustrial progress 
and a checking of inventions. Such thoughts arouse his indignation, 
eq>raally, as he rramarks, whoi .it is remembered that even among 
die most flourishh^ natimis “seven-eighths ot the population are 
without a great number of pnxlucts which would be regarded as 
absolute necessities, not by a wealthy family, but even by one of 
moderate means.”* The inconvenience — ^and he is never tired df 
repeating it — is not the result of over-production, but is the effect of 
producing what is not exactly wanted.* Produce, produce all that 
you can, and in the natural course of events a lowering of prices will 
benefit even th<Me who at first sufficed fi"om the extension of industry. 

In this once-famous controversy between Say, Malthus, Sismondi, 
and Ricardo (the last sided with Say) we must not expect to find a 
dear exposition of the causes of crises. Indeed, that is nowhere to be 
found. All we have here is the expression of a smtiment which is at 
bottom perfectly just, but one which Say wrongly attempted to state 
in a sdentific formula. 

J. B. Say plays a by no means negligible part in the history of doc- 
trines. Fmre^ economists have not always recognized him. DUhring, 
who is usually perspicacious, is very unjust to him when he speaks of 
“die labour of dilution” to which Say devoted his energies.* His want 
insight fiequently caused him to glide over problems instead of 
attempting to fathom them, and his treatment of political economy 
occasionally appears very superficial. Certain difficulties are veiled 
with pure verbiage — ^a characteristic in which he is very firequendy 
imitated by Basdat. Despite Say’s greater luddity, it is doubtful 
vriietfaer Smith’s obscurity of style is not, after all, more stimulating 
for the mind. Notvdthstending all this, he was foithful in his trws- 
mission of the ideas of the great Scots economist into French. Happily 
his knowke^e d^Turgot and Condillac enabled him to rectify some of 
the more contestable opinions of his mast^, and in this way he avoided 

* Malditis, Pmet^ Po^ikd Bock II, duiptcr i, sec. ix. 

* Sur la Bdam des Cansmma^cm am Us ProdmUoaSy p. 252. 

p. 251. 

* Defotog, KfiHsdu Gesddsids dtr ^aiknalSktmmie und des Sodalismus^ aad ed., 1B75, 
p« 165. For die other of the qoesdoa 01^ may pr^itady panne die intere^^ 
study of Say oontribifted by M. Allix to the Jtme d*^conomU ^Uique, 1910 (pp. 309- 
$0% emdl^ Pmw d^ DocHmSt (P*Ssi}. 
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many dP tl^ em»s of his successoi^. He has Idt his math upon 
political economy, and had the English economists adopted his con- 
ception of the en^^enem earlier, instead of waiting imtii the appear- 
ance of Jevons, they would have spared the science many useless 
discussions provoked by the work of a thinker who was certainly more 
profound but much less judicious than Say, namely, David Ricardo.^ 


CHAPTER III: THE PESSIMISTS 

A NEW point of view is presented to us by the economists of whom 
we are now going to speak. Hitherto we have heard with admiration 
of the discovery of new facts and of their beneficent effects upon both 
nations and individuals. We are now to witness the enunciation of 
new doctrines which cast a deepening shadow across the radiant dawn 
of economics, giving it that strangely sinister aspect which led Carlyle 
to dub it “the dismal science.” 

Hence the term ‘Pessimists,’ although no reproach is implied in 
our use of that term. On the contrary, we shall have to show that the 
theories of the school are often truer than those of the Optimists, which 
we must study at a later stage of our survey. While nominally sub- 
scribing to their predecessors’ doctrine concerning the identity of 
individual and general interests, the many cogent reasons which they 
have adduced against such belief warrants our classification. The 
antagonism existing between proprietors and capitalists, between 
capitalists and workmen, is a discovery of theirs. Instead the 
‘natural’ or ‘providential’ laws that were to secure the establishment 
of the ‘order’ provided they were once thoroughly understood and 
obeyed, they discovered the existence of other laws, such as fliat rf 
rent, which guaranteed a revenue for a minority of idle proprietors — 
a revenue that was destined to grow as tjie direct result the people’s 
growing need; or the ‘law of diminishii^ returns,* which sets a d^nite 
limit to the production of the necessaries life. That limit, they 

^ 1868) Juwtecogmzedi&worchtoorar^ 

quoted, but deaiiy confirmed by the modem devdbpment of eccmmnics, tbejupeiioiy 
ity of the French economists over Ricardo. ^*The true doctrine may be more or less 
dearly traced thrcaigh the writings of a successon of great Frendi ecomanists, fiom 
Condillac^ Baude»^ mid Le Trosne, through J. B. Say, Destutt de IVacy, Storch, and 
others, down to BastiiU and Cknircdlo^eneuiL Tbt coodusion to ahid I mm ever 
more di»rly condag is that dte only ht^ ci training a true system of economict It 
to fiing ande, once asKl fiir ever, the masy and prt|K)ftetom asiunqstionii of die Ricaiy 
dian School.^* (X*re&ce, p. 
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aBsa*ted» was alr^dy bdng approached, aiid mankind had no prospect 
erf* bettering its lot save by the voluntary limitation erf* its number. 
There also the tendency of profits to fell to a minimum — ^until it 
seemed as if the whole of human industry would sooner or later be 
swallowed up by the stagnant waters of the stationary State. 

Lasdy, they deserve to be classed as peissimists because of their utter 
disbelief in the possibility of changing the course of these inevitable 
laws cither by legislative reform or by organized voluntary effort. In 
short, they had no faith in what we call progress. 

But we must never imagine that they considered themselves pessi- 
mists or were classed as such by their contemporaries. This verdict is 
posterity’s, and would have caused them no little surprise. As for 
themselves, they seem to stand aloof from their systems with an in- 
souciance that is most disconcerting. The ‘present order of things’ 
possessed no disquieting features for therp, and they never doubted the 
wisdom of ‘Nature’s Lord.’ They believed that property had been 
put upon an immovable basis when they demonstrated the extent of 
its denotation, and that the spirit of revolt had been disarmed by im- 
pressing upon the poor a sense of responsibility for their own miseries.^ 
The best-known representatives of the school are Malthus and 
Ricardo. They claimed to be philanthropists and friends of the 
people, and we have no reason to suspect their sincerity.* Their con- 
temporai^, also, fer firom being alarmed, received the new political 
economy with the greatest enthusiasm. A warm welcome was extended 
to its apostles by the best of English society,* and ladies of distinction 
contended with* one another for the privilege of popularizing the 
abstract thoughts of Ricardo in newspaper articles and popular tales.^ 
Neither should we omit to pay them full homage for the eminent 
services rendered to the science, and among these not the least impor- 

^ **The people must comprehend that they are themselves the cause of their own 
poverty.’* (Malthus, p. 458.) Doubtless diis is the reason why M. Hal^vy, among 
Othen, in hi» book Z# Madkalisme philosopkique, remarks that Ricardo, Malthus, and 
their disciples were regarded as the exponents of optimism and quietism. But in 
what sense were they <ptimists? Of course they believed that the existing economic 
order is the best posdHe, and dxat it would be impossible to change it for a better. 
Hiat may be. But we prefer to diink <rf them as ‘^contented pessimists.” 

*** Every reader of candour must admowledge that the practical des^ upper- 
taott in the mind of the writer, with whatever want of judgment it may have been 
exiecnted, is to improve the condition and increase the happiness of the lower classes 
of aoctety.’^' It is with this dedaration that Malthus brings Ins bock on populatkm 
to a dose. 

*h£lss E^gewordi, a cemtemporary d* Ekardo, states in her letters feat political 
et^nomy was so muefe fee hifekm that disfeiguifeed ladies bdbre engaging a governess 
fedr duldrm inquired about her cmrpetence to teach political oconon^. 

m Jhditkai by idn Marcet (1816). JlUukraikns if FoMad 

by liBis Ma«tin»au <g voh., containing Mrty stori^ i833-<34}. 
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tant was the antagonism which thdr theories aroused in the xnii^ of 
the working classes. Pessimists unwittingly often do more for progr^s 
than optimists. To these two writers fell the task of criticizing econcmiic 
doctrines and institutions, a task that has been taken up by other 
writers in the course of the century, but which seems as far from com- 
pletion as ever. Karl Marx, another critic, is intellectuaUy a scion di 
the Ricardian family. It would be a mistake to imagine that all their 
theories savour of pessimism, but their reputation has always been 
more or less closely linked with the gloomier aspect of their teachii^, 

I: MALTHUSi 

Malthus is, best known for his “law of population.” That he was 
a great economist, even apart from his study of that question, might 
easily be proved by reference to his treatise on political economy, or 
by a perusal of the many miscellaneous articles which he wrote on 
various economic questions. A consideration of many of these theories, 
notably the theory of rent, must be postponed until we come to study 
them in connexion with the name of Ricardo. 

THE LAW OF POPULATION 

Twenty years had elapsed since the publication of Smith’s immortal 
work, without economics making any advance, when the appearance 
of a small anonymous volume, known to be the work of a country 
clergyman, caused a great sensation. Even after the lai^ of a c^tury 
the echo of the controversy which it aroused has not altogether passed 

^ Thomas Robert Malthtis was bom in 1766. His father, a country gendeman, 
was a man of learning and a friend of most of the philosophers of his time, especially 
Hume, and, it also seems, j. J. Rousseau. He was the youngest son of the family, and 
was intended for the Church and given an excellent education. After leavmg Cam^ 
bridge he took a living in the country, but in 1807 was appointed prefboor at a 
college founded by the East India Company at Haileybury, in Hertfordshire, where 
he remained until his death in 1834. He married when thirty-nine years of age, and 
had three sons and a daughter. 

Malthus was a young unmarried clergyman living in a small country parish when, 
at the age of thirty^two, he in 1798 published anonymoudy his famous Esst^ on Uu 
of Population as it affects the Fu^e Improoemmt of Sodefy. His aitics were legiem. 
In order to devote more study to the subject, he took a three years* tour (1799-1802) 
cm the Continent — avmding France, because France at this period was anything but 
inviting to an l^ig^hman. In 1803 he published— under his own name th^ time— a 
second edition, much modified and amplified, and with a slightly different title: An 
jEssqjp on &u Piindple of Popukdon, or a View qf its Past and Presont Effects on Human 
Happmm, Four cihsc edidons were publidied during his lifetime. 

We must not foig^ his odier wenks, although they \yere aft eclipsed by his earliest 
efTort, Theotwcr^iThePrinc^esof PdidedEfonon^emubredwiAaViewtokeirPrae^ 
lkalApplica0on{tB^o);ASirUsof:^wrtStmliesd0t^nguMdw(krnLms(iBi4^ts); Oit 
Eent (1815); The Poor Law (1817); and idD3allyhkJl)^mti^ (i^ 7 )* 
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away^ At first sdght one might be led to think that the book touches 
only the firinge of economics, seeing that it is chiefly a statistical study 
cf population, or danc^aphy, as the science is called to-day. But 
tills new science, of which Malthus must be regarded as the foimder, 
separated from the main trunk of economics at a much later date. 
Furth«more, we ahall find that the influence of his hock upon all 
economic theories, both of production and distribution, was enormous. 
The essay mi^t even be considered a reply to that of Adam Smith. 
The same title with slight modificatiem would have served well enough, 
and James Bonar wittily remarks that Malthus might have headed it 
An Essay on the Causes of the Poverty of Nations. 

The attempt to explain the persistence of certain economic pheno- 
mena by connecting them with the presence of a new factor, biological 
in its character and differing in its origin both from personal interest 
and the mere desire for profit, considerably expanded the economic 
horizon and announced the advent of sociology. We know that 
Darwin himself acknowledged his indebtedness to the work of Malthus 
for the first su^estion of what eventually became the most celebrated 
scientific doctrine of the nineteenth century, namely, the conception 
of the stru^le for existence and the survival of the fittest as one of 
the mainsprings of progress. 

There is no necessity for thinking that the dangers which might 
result firom an indefinite growth d population had not engaged the 
attention of previotis writers. In France Buffon and Montesquieu had 
already shown some concern in the matter. But a numerous popula- 
tion was usually regarded as advantageous, and fear of excess was 
never entertained inasmuch as it was believed that the number of 
people would always be limited by the available means of subsistence.^ 
This was the view of the Physiocrat Mirabeau, stated in his own 
characteristic fashion in his book UAmi des hammes, which has for its 
sub-title Traiti de la popubUion. Such a natural fact as the growth of 
pcqnilation could possess no terrors for the advocates of the * natural 
order.* But in the writings of Godwin this ‘‘natural** optimism 
assumed extravagant proportions. His book on Political Justice ap- 
peared in 1793 and greatly impressed the public. Godwin, it has been 
wdll said, was the first anarchist who was also a doctrinaire. At any 
rate he seems to have been the first to employ that famous phrase, 
‘^ISovemment even in its best state is an evil.** IBs illimitable confi- 
dmee in the future of society and the progress ci science, which he 
thought would result in such a multiplicity products that half a day’s 
work would be sufficient to satisfy every ne^, and his belief in the 

t See SiaiigBland, Pre-MaWmsian Doctrim (New York, 1904). 
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^^cacy o{ reason as a force which would restrain perscmal in^rest 
and check the desire for profit, really entitles him to be consido^ a 
pioneer. But life having become so pleasant, was there no possibility 
that men might then multiply beyond the available means of sub^ 
sistence? Godwin was ignorant of the terrible intricacies of the prob- 
lem he had thus raised, and he experienced no difficulty in replying 
that such a result, if it ever came to pass, must take several centuries, 
for reason may prove as powerful in controlling the sexual instinct as 
in restraining the desire for profit. Godwin even goes so far as to out- 
line a social State in which reason shall so dominate sense that repro- 
duction will cease altogether and man will become immortal.^ 

Almost at the same time there appeared in France a voliune closely 
resembling Godwin’s, entitled Esquisse d^wi Tableau historique des progris 
de V esprit humain^ written by Condorcet (1794). It displays the same 
confidence in the possibility of achieving happiness through the all- 
powerful instrumentality of science, which, if not destined actually to 
overcome death, was at least going to postpone it indefinitely.* Tins 
optimistic bode, written by a man who was about to poison himself in 
order to escape the guillotine, cannot leave us quite unmoved. But, 
death abolished, Condorcet finds that he has to foce the old question 
furopounded to Godwin: *^Can the earth always be relied upon to 
supply sufficient means of subsistence?” To this question he gives 
the same answer: either science will be able to increase the means of 
subsistence or reason will prevent an inordinate growth of population. 

It was inevitable, in accordance with the law of rhythm which 
characterizes the movanents of thought no less than the forces of 
nature, that such hasty optimism should provdee a reaction. It was 
not long in coming, and in Malthus’s essay we have it develop^ in 
fullest (fotail. 

To the statement that there arc no limits to the progress of man- 
kind either in wealth or happiness, and that the fe^ of over-population 
is illusory, or at any rate so far removed that it need cai;^ no appre- 
hension, Malthus replied that, on the contrary, we have in population 
an almost insurmountable obstacle, not merely loomii^ in the distant 
fiiture, but presdng and insistent* — ^the stone of Sisy|fous destined to be 

^ Godwin, Politic Justice^ Book VIII, chapter vii (reprinted, London, 1B90). 

* *^Man doubtless will never become immortal, but it is possiUe ffiat tl^ spnn of 
human liSe maybe indefinitely prolcmged.** 

* Chapter viii k entitled ^*The Error of Thinking that the Danger resulting firom 
Pi^nilation is ilemote.’* **Tbere are few States in which there is not a constant effort 
in the population to increase beyond die means of subdstence. Hus constant effort 
as Gomta^y tends io sul^eet the lower dasses ai sodety to distress, and to prevent 
any great permanent amelioration of their conation.** (F. to.) 
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cause htimaiuty’s ceaseless toil and final overthrow. . Nature has 
fdanted an instinct in man which, left to itself, must result in starvation 
and deatii, or vice. This is the one fact that affords a due to maa?s 
sidfering and a key to the history of nations and their untdd woes. 

Every one, however little acquainted with sodcdogical study, knows 
soxnetiiing of the monorable foimula by which Malthus endeavoured 
to show the contrast between the fiightftil rapidity with which popula- 
tkm grows when it is allowed to take its own course and the relative 
slowness in the growth rf the means of subsistence. The first is repre- 
sented by a geometrical series where each successive number is a 
multiple of the previous one. The second series increases in arith- 
metical prc^piession, that is, by simple addition, the illustration being 
simply a series of whole numbers: 

I 248 16 ' 32 64 128 256 

*2345 6'7 8 9 

Evay term corresponds to a period of twenty-five years, and a glance 
at the figures will show us that population is supposed to double every 
twenty-five years, while the means of subsistence merely increases by 
an equal amoimt dtiring each of these periods. Thus the divergence 
between the two series grows with astonishing rapidity. In the table 
given above, cemtaining only nine terms, the population figure has 
already grown to twenty-seven tim^ the means of subsistence in a 
period of 225 years. Had the series been extended up to the himdredth 
term a numerical representation of the divergence woidd have required 
acme ingenuity. 

The first progression may be taken as correct, representing as it 
does the biological law of generation. The terms ^generation’ and 
^multiplication’ are not used as synonyms without some purpose. It 
is true that doubling supposes four persons to arrive at the marriage- 
aide age, and this means five or six births if we are to allow for the 
iwvitable wastage £rom infiuit mortality. This %ure appears some- 
what high to tiiose who live in a society where limitation df the birth- 
rate is fturly imiad. But it is certam that among living beings in general, 
i n cl u di n g humankind, who are least prolific, the number births 
where no restraint of any kind exists is really much higher. Women 
have bew known to give birth to twenty or even more children. 
And tha!e are no si^pis of diminidung capudty among the sexes^ for 
pOfUilalKm is still growu^. In taking two as his coefikient Malthus 
lam certainly xK>t overstepped tl^ mark.^ 

t If turo dtiidren were the normal hnie cf ^^ery marriage, population would evi- 
dentir diatinidi, dl the children wtil not reach the marriageable age. Of those 
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The period. twenty-five years as the interval between the two 
terms is more open to criticism.^ The practice of reckoning #iree 
generations to a century implies that an interval of about thirty^*thr^ 
years must elapse between one generation and another. 

But these are unimportant details. It is immaterial whether we 
lengthen the interval between the two terms firom twenty-five to 
thirty-three years, or reduce the ratio firom 2 to i or even to some- 
thing between ij and i-jV* The movement will be a little slower, 
but it is enough that its geome^cal character should be admitted, for 
however slow it moves at first it will grow by leaps and bounds until 
it surpasses all limits. These corrections fail to touch the real force q £ 
Malthus’s reasoning concerning the law of reproduction. 

The series representing the growth of the means of subsistence is 
also open to criticism. It is evidently of a more arbitrary character, 
and we cannot say whether it is simply supposed to represent a pos- 
sible contingency like the first, or whether it pretends to represent 
reality. At least it does not correspond to any known and certain 
law, such as the law of reproduction. As a matter of fact it rather 
seems to give it the lie; for, in short, vriiat is meant by means of sub- 
sistence unless we arc to understand the animal and vegetable species 
that reproduce themselves according to the same laws as human 
beings, only at a much faster rate? The power of reproduction among 
plants, like com or potatoes, or among animals, like fowls, herrings, 
cattle even, or sheep, far surpasses that of man. To this criticism 
Malthus might have replied as follows. This virtual power of repro- 
duction posseted by these necessaries of life is in reality confined to 
very limited areas of the habitable globe. It is further restricted by the 
difficulty of obtaining the proper kind of nourishment, and by die 
^struggle for existence. But if we admit exceptions in the one ca2» why 
not also in the other? It certainly seems as if there were some incon* 

that do aU will not become parents. Experience seems to show that with a birth- 
rate of less than three per fani^y population does not increase, or if it does grow at ah 
' it is almost Imperceptibly. This is ^e case in France, iriiere on an average there are 
2*70 births to eveiy marriage. 

To justify multiplying by two, Malthus r^^ds a fan^y of six as being a n(»mal 
one. Of tl^ six, two die before attaining marriageable age, or will remain celi- 
bates, so that we are left with four, who will in turn become parents, and so we have 
the series a, 4, etc. 

^ The statement that population doubles every tweuty-five years might aj^)ear 
to be confirmed by the growth of population in the Ignited States. It is curious tp 
find that the population there during the nineteenth <jentury conforms exactly to 
Malthus^s formula. In 1800 it was 5 millions. Doubltng four times (4 periods of 25 
years 100) gives us a population of do mslfimis, vdtkh Is actually the figure fiu* 
*905, five yean afiber the ori of the century. But of course this is pure Clumce, 
increase resultifig fiom immigratiem rather than a rising birth-rate. 
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SMlency here. As a matt^ of fact we have two different theses. The 
one attempts to diow how multiplication or reproduction need not 
q£ necessity be less rapid among plants or animals than it is among 
men. The other expresses what actually happens by showing that 
the obstacles to the indefinite multiplication of men are not less 
nmnerous than the difficulties in the way of an indefinite multiplica* 
tion of vegetables or smimals, or, in other words^ that the former is a 
fimi^on of the latter. 

In order to graq> the true significance of the second formula it 
must be translated firom the domain \>f biology into the region of 
econmnics. Malthus evidently thought of it as the amount of com 
yielded by a given quantity of land. The English economists could 
think of nothing except in terms of com! What he wished to point 
out was that the utmost we can expect in this matter is that the increase 
in the amount of the harvest should be in arithmetical progression — 
say, an increase of two hectolitres every twenty-five years. This 
hypothesis is really rather too liberal. Lavoisier in 1789 calculated 
that the French crop yielded on an average about 7! hectolitres per 
hectare. Before the First World War it averaged about 16, and if 
we admit that the increnmnt was regular throughout the 120 years 
which had since elapsed there was an increase of 2 hectolitres per 
25 years. This rate of increase proved sufficient to meet the small 
increase which has taken place in the population of France. But 
would it have sufficed for a population growings as rapidly as that 
eff England or Germany? Assuredly not, for these countries, despite 
their superior yields, are forced to import firom outside a great 
proportion of the grain which they consmne. The question arises 
whether France can continue indefinitely on the same basis during 
the course o£ the coming oenturies. This is, indeed, unlikely, for there 
must be a physical limit to the earth’s capacity on accoimt of the 
limited number o£ elements it contains. The economic limit will be 
reached still earlier because of tiie increasing cost of attempting to 
carry on production at dme extreme limits. Thus it seems as if the 
law of diminishing returns, which we must study later, were the real 
batis of the Malthusian laws, aitiumgh Malthus himself makes no 
expiess mention of it. 

It is a tiruism that the number people who can live in any place 
cannot exceed the number cf peo;^e who can gsun subsistou^ there. 
Any excessive population must, according to definition, die of hunger.^ 

^ It wtt ha, diti eofoatadtm Mainais penned those famous winrds which have 
hem so brought up agsdnst him, althouf^ they were omitted fiom a later 

edkioBu **A man who is bom into a %mld akeady poMeaed, if he cannot get 
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This is just what happens in the animal and vegetable kingdoms. 
Germs are extraordinmily prolific^ but their undue multiplication is 
pitilessly retarded by a law which demands the death of a certain 
proportion, so that life, like a well-regulated reservoir, always ronains 
at a mean level, the terrible gaps made by death being replenished by 
a new flow. Among savages, just as among animals, which they much 
resemble, a large proportion literally dies of hunger. Malthus devoted 
much attention to the study of primitive society, and he must be 
regarded as one of the pioneers of prehistoric sociology — a, subject 
that has made much headway since then. 

He proceeds to show how insufficient nourishment always brings 
a thousand evils in its train, not merdy hunger and death, but also 
epidemics and such terrible practices as cannibalism, infanticide, and 
slaughter of the old, as well as war, which, even when not undertaken 
with a definite view to eating the conquered, always results in robbing 
them of their land and the food which it yielded. These are the 
‘positive* or ‘repressive* checks. 

But it may be replied that both among savsges and animals the 
cause of this insufficiency of food is an incapacity for production 
rather than an excess of population. 

Malthus has no difficulty in answering this objection by showing 
how savage customs prevailed among such civilized people as the 
Greeks. And even among the most modem nations the repressive 
checks, somewhat mitigated it is tme, are never really absent. Famine 
in the sense of absolute starvation is seldom experienced nowadays, 
except perhaps in Russia, but it is by no means a strainer even to 
the most advanced communities. Tuberculosis, which involves such 
terrible bodily suffering, is nothing but a deadly kind of fiunine. Lack 
of food is also respcmsible for the abnormally high rate of in&nt 
mortality and for the pronature death of the adult ivorker. As for 
war, it still demands its toll. Malthus was living during the wars of 
the Revolution and the First Empire — ^bloody catastro[dies that caused 
the death of about ten million men, ail in the prime (^life. 

In civilized communities equilibrium b possible through humaner 
methods, in the substitution of the preventive diedc with its reduced 
birth-rate for the repressive check with its abnormal death-rate. Here 
is an ocpedient of which only the rational and the provident can avail 


tubsisteiioe fircun km parents on whom he has a Just demand, and if the society do not 
want his lidxmr, has no claim oitigUto tl» unallest pc^rdon of food, and, in fact, ha#: 
no budneaa to where he h. At Nature’s in%hty thore k i»> vacant cover 
him. ^le tells him to be gtme. ...” On die o^er hand, let us remember hk services 
in twrpamxog public aarfstancc an England in <632. 
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ttensdves, an expedient open only to man. Knowing that his cM- 
dren are ‘doomed to die — ^perhaps at an early age— he may abstain 
Stem, having any. In reality this is the only efficacious way of checking 
the growth of population, for the positive check only excites new 
growth, just as the grass that is mown grows all the more rapidly 
afterwards. The history of war furnishes many a striking illustration 
of this. The year following the terrible war of 1870-71 remains unique 
in die demographic annals of France on accoimt of the sudden upward 
trend of the declining curve of natality. 

It was in the second edition of his book that Malthus expanded his 
treatment of the preventive checks, thus softening the somewhat 
harsher aspects of his first edition. It is very important that we should 
grasp his ex&ct meaning. We therefore make no apology for firequendy 
quoting his views on one point which is in itself very important, but 
upon which the ideas of the reverend pastor of Haileybury have been 
so often misrepresented. 

The preventive check must be taken to imply moral restraint. But 
does this mean abstaining from sexual intercourse during the period 
of marriage after the birth, say, of three children, which may be 
taken as sufficient to keep the population stationary or moderately 
progressive? We cannot find that Malthus ever advocated such 
abstention. We have already seen that he considered six children a 
normal &mily, implying the doubling of the population every twenty- 
five years. Neither is it suggested that six should be the maximum, 
fiar he adds: **It may be said, perhaps, that even this degree of pru- 
dem:e might not always avail, as when a man marries he cannot tell 
what number of children he shall have, and many have more than 
six. This is certainly true.” (P. 536.) 

But where does moral restraint come in? This is how he defines it: 
^^Restraint from marriage which is not followed by irregular gratifica- 
tions may properly be termed moral restraint’^ (p. 9); and to avoid 
any possible misunderstanefix^ he adds a note: ‘*By moral restraint I 
would be understood to mean a restraint Stom marriage from pruden- 
tial motives with a conduct strictly moral during the pmod of this 
ra^raint, and I have never intoitionally deviated from this sense.” 
All this is perfectly explicit. He means abstention from aU sexual 
k^ercourse outside the bonds of marriage, and the postponement of 
marriage itself tmtil such time as the man can take upon himself the 
itsiiKHmbilhy of bringii^ up a family — and even the cmnplete renunda- 
tiem of mmriage should the economic conditiems nevor pixive favourable. 

Malthus unceremoniously rejected the methods advocated by those 
who to-day bear his name, and eiquenly eomlemned all who iavoured 
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the free exercise of sexual coimexion, whether within or witbemt the 
marriage bond, through the practice of voluntary stexilizatiem. All 
these preventive methods are grouped together as vices and Acir evil 
cflFects contrasted with the practice of moral restraint. Malthus ^ 
equally explicit on this point. 

Indeed, I should always particularly reprobate any artificial and 
unnatural modes of checking population. The restraints which I 
have recommended are quite of a different character. They are not 
only pointed out. by reason and sanctioned by religion, but tend in 
the most marked manner to stimulate industry. (P. 572.) 

And he adds these significant words, so strangely prophetic so far as 
France is concerned: “ It might be easy to fall into the opposite mistake 
and to check the growth of population altogether.’* 

It is quite needless to add that if Malthus thus made short work con* 
jugal firauds he all the more strongly condemned that other preventive 
method, namely, the institution of a special class of professional pros- 
titutes.^ He would similarly have condenmed the practice of abortion, 
of which scarcely anything was heard in his day, but which now appears 
like a scourge, taking the place of infanticide and the other barbarous 
practices of antiquity. Criminal law seems powerless to suppress it, and 
it has already received the sanction of a new morality. 

But apart from the question of immoral practices, did Malthus 
really believe that moral restraint as he conceived of it would consti- 
tute an effective check upon population? 

He doubtless was anxious that it should be so, and he tried to rouse 
men to a holy crusade against this worst of all social evils. *‘To the 
Christian I would say that the Scriptures most clearly and precisely 
point it out to us as our duty to restrain our passions within the botmds 
of reason. . . . The Christian cannot consider the difficulty d mor^ 
restraint as any argument against its being his duty.” (P. 432.) And 
to those who wish to follow the dictates of reason rather than the 
observances of religion he remarks: “This virtue [<ffiastity] appears 
to be absolutely necessary in order to avoid certain evils which would 
othmvise result firom the genial laws of nature.” (P. 452.)* 

^ “The effect of anything like a promiscuous intercourse whidi prevents the birth 
of children is evidently to weaken the best affections of the heart and in a very marked 
manner to degrade the female character. And any other interomrse would, without 
improper arts, bring as tamy childrai mm the society as maniage, widb a much 
greater probability cf dieir becoming a burden to it.” (P. 450.) 

* ”These ccttittderations show that the nature of chas^ is not, as some have supr 
posed, a forced produce of artificial society; but diat it has the m<mt real and s(^ 
foundation in nature and reason; being appaxeiuiy the only virtuous means of avcadhup 
the vke and susery which result so ofimi firom the prixie^de of population.” (P. 450.).;. 

He ako notes thk virtue has usually been e^>ecia]|y axnmended to wome% 
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At bottom he was never quite certain as to the efficacy of moral 
restraint. The threatening hydra always peered over the fragile shield 
of pure crystal with which he had hoped to do battle.^ He also felt 
that celibacy might not merely be ineffective, but would actually 
prove dangerous by provoking the vices it was intended to check. Its 
prolongation, or worse still its perpetuation, could never be favourable 
to good morals. 

Malthus was faced with a terrible dilemma, and the imcompromising 
asc^c is forced to declare himself a utilitarian philosopher of the 
Benthamite persuasion. He has now to condone those practices which 
satisfy the sexual instinct without involving maternity, although at an 
earlier stage he charactized them as vices. It seemed to him to be 
the lesser of two evils, for over-population* is itself the cause of much 
immorality, with its misery, its promiscuous living and licence. All 
of which is very true.* At the same time the rule of conduct now 
prescribed is no longer that of “perfect purity.” It is, as he himself 
says, the grand rule of utility. “It is clearly our duty gradually to 


but dial ** there is no reason for supposing that the violation o£ the laws of chastity 
arc not equally dishonourable for both sexes.” Malthus evidently believed in one 
moral law for both sexes. 

Consequently whenever the reverend gentleman is reproached with encouraging 
blasphemy, a point upon which he is particularly sensitive — for example, when it is 
pointed out that God’s injunction to man was to increase and multiply — he has no 
difficulty in showing that if procreation is the will of Providence, chastity is dictated 
by CSiristianity, and that the glorious work of chastity is to aid Providence in keeping 
the balance of life even. 

^ “Of the other branch of the preventive check, which comes tmder the head of 
vice, though its effect appears to have been very considerable, yet upon the whole 
its operation seems to have been inferior to the positive checks.” (P. 140.) 

“I have said what I conceive to be striedy true, that it is our duty to defo: marriage 
till we can feed our children; and that' it is also our duty not to indulge ourselves in 
vicious gratifications; but I have never said that I expected either, much less both, 
of these duties to be completely fuffilled. In this and a number of other cases, it may 
happen diat the vudatkm of one of two duties will enable a man to perform the other 
with greater iadUty. . . . The moralist is sdU bound to inculcate the practice of both 
dudes, and each inffividual must be left to act as his conscience shall dictate.” (P. 560.) 

*“I should be extremely sorry to say anything which could either direedy or 
remotdy be construed unfevourably to the cause d virtue; but 1 certainly cannot 
diirik that the vices which relate to the sex arc the <mly vices which are to be con- 
sidered in a moral question.” (P^. 462.) Malthus omits to mendon the pardcular 
vice whidi he has in mind. “1 have not the slightest hesitation in saying that die 
pnsdfendal chedt [note the word—no longer “moral restraint”] to marriage is bett^ 
thap premature nuntality.” (P. 560.) We are far removed feom the dnt edidmi, 
where there Is no mendem of a thM alternative between chasdty and vice. 

* “Aljem poverty is a state the most unfkvourahle to chasdty that can well be 
conoeived. . . . Thw is a dc^eetff squalid poverty in which if a girl was brought up 
I ihduM say diMt her bdi^teady modest at twenty was an absolute miracle.” (P.4S4.) 
Andelsewhere he writes: “ I mamtain that dm dln^udon of the vice which results feem 
poverty wouM affisrd a sufficnem compensation for any other evil that fellow.” 
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ac^iuire a habit of gratifying our passion, only in that way which is 
unattended with evil.” (P. 500.) These concessions only served to 
prepare &e way for the Neo-Malthusians, 

Malthtis gives us a picture of man at the cross-roads. Straight in 
front of him lies the road to misery, on the right the path of virtue, 
while on the left is die way of vice. Towards the first man is impelled 
by a blind instinct. Malthus warns him to rein in his desires and 
seek escape along either by-road, prefisrably by the path on his right. 
But he fears that the number of those who will accept his advice and 
choose “the strait road of salvation” will be very small. On the other 
hand, he is unwilling to admit, even in the secrecy of his own soul, 
that most men will probably follow the road that leads on to vice, 
and that masses will nMi down the easy slope towards perdition. In 
any case the prospect is anything but inviting. 

No doctrine ever was so much reviled. Imprecations have beai 
showered upon it ever since Godwin’s memorable description of it as 
“that black and terrible demon that is always ready to stifle the hopes 
of humanity.” 

Critics have declared that all Malthus’s economic predictions have 
been falsified by the facts, that morally his doctrines have given rise 
to the most repugnant practices, and not a few French writers arc 
prepared to hold him responsible for the dedine in the French birth- 
rate. What are we to make of these criticisms? 

History certainly has not confirmed his fears. No single country has 
shown that it is suffering firom over-population. In some cases — that 
of France, for example — ^population has increased only very sightly. 
In others the increase has been very considerable, but nowhere has it 
outstripped the increase in wealth. 

The following table, based upon the decennial censuses, gives the 
per capita wealth of the population of the United States, the country 
from which Malthus obtained many of his data: 


Year 


Dollars 

Year 

Dollars 


. 

. 308 

1890 . 

1036 

i860 

. 

• 5 H 

1900 . 

. 1227 

1870 

. 

780 

*905 • 

. 1370 

1880 

. 

870 




In fifty years the wealth of every iidiabitant has more than quad* 
rupled, although the population in the same interval also shows a 
fourfold incr^die (23 n^ons to 92 mi 31 ions}.^ 

^ These figures only give the values exprmd in money by eapitaiisiag them at 
the matket rate of interest, whirii gives a rattar fictitious result. It does not waromt 
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( 3 reat Britam — Ei^land and Scotland — ^at the time Malthns 
wrote (1800-5), ^ population of roj millions. To-day it has a 

poptilation of 45 millions. Such a figure, had he been able to foresee 
it, would have terrified Malthus. But the wealth and prospmty of 
Great Britain have m the meantime probably quadrupled also. 

]>6es this prove the claim that is con^antly being made, that 
Malthus’s laws arc not borne out by the facts? We think that it is 
comet to say that the laws still remain intact, but that the conclusions 
which he drew fix>m them ware unwarranted. No one can deny that 
living beings of every kind, including the human species, multiply in 
geometrical progression. Left to itself, with no check, such increase 
would exceoi aU limits. The increase of industrial products, on the 
othor hand, must of necessity be limited by the numerous conditions 
whidi regulate all production — ^that is, by the amount of space avail- 
able, the quantity ^of raw material, of capital and labour, etc. An 
American naturalist. Professor Edward East,^ has given renewed 
suf^rt to the idea that the number of regions of the world available 
for agriculture will soon be inadequate to supply the needs of the 
hiunan race if it continues to grow at its present rate. One of the 
masters df political economy in Sweden, Knut Wicksell,* has taken 
the fimdamental principle of Malthus as one of the bases of his econo- 
mic system, and predicted on the eve of the war the fall that would be 
necessitated in the world birth-rate. If the growth of population has 
not outstripped the increase in wealth, but, as appears from the 
figures we have given, has actually lagged behind it, it is because 
populaticm has been voluntarily limited, not only in France, where 
the preventive check is in fiiU swing, but also in almost every other 
country. This voluntary limitation which gave Malthus such trouble 
is one of the commonest phenomena of the inescnt time, 

Malthus^s apprehensions appear to involve some biolc^cal con- 
fiision. The sexual and the reproductive instincts are by no means 
one and the same;* they arc goveraed by entirely different motives. 
Only to the first can be attributed that character of irresistibility 
whh^ he wrongly attributes to the second. The first is a mere animal 


the hdtef that an American citizen of to-day, however mudi his consumption may 
have mereased, is any better off than hit ancestors. 

^ East was protoor 

at Iwvard Onivecsity, 

* re^parded by the modem Swedish School as its founder and master, 

eveti su&r^ in^momnent at ime tune having defended the Maldiustan thesii. 

* These d^fer, again, from the desiie fer marriage, which is influenced by other 
conri^femkmi:: iPtdath peo{4e marry in (oader to hm a home, but a desire to a 

msd a derim to or to c^idivn ase very ditoent diin^. 
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instinct which roiises the moat impetnom of passions and is cononm 
to all men* Hie second is frequendy social and religious in its origins, 
assuming different forms according to the exigencies of time and pkme. 

To the religious peoples who adopted the laws of Moses, of Manu, 
or of Qjnfucius to beget issue was to ensure salvation and to realize 
true immortality*^ For the Brahmin, the Chinese, or the Jew not to 
have children meant not merely a misfortune, but a life branded with 
failure. Among the Greeks and Romans the rearing of children was 
a sacred duty laid upon every citizen and patriot. An aristocratic 
caste demanded that the glories of its ancestors and founders should 
never be allowed to perish for the want of heirs. Even among the 
working classes, whose lot is often miserable and always one of econo- 
mic dependence, there are some who arc buoyed up by the hope that 
the more children they have the larger will be their weekly earnings 
and the greater their power of enlisting public sympathy. And in 
every new country there is a demand for labourers to cultivate its 
virgin soil and to build up a new people. 

The reproductive instinct, on the other hand, may be thwarted by 
antagonistic forces — by the selfishness of parents who shun their respon- 
sibilities, or of mothers who dread the pains and perils child-bearing; 
by the greed of parents who would endow old age rather than fostor 
youth; by the desire of women to enjoy independence rather than seek 
marriage; by the too early emancipation of children, which leaves to 
the parents no gains and no joys beyond the cost and trouble of up- 
bringing; by insufficient house-room or exorbitant taxation, or by any 
one of a thousmid causes. 

Thus the considerations that influence reproduction are in&iitely 
varied, and being of a social character they are neithor necessary nor 
permanent, nor yet universal. They may very well be defeated by 
motives that belong to the social order, and this is just what happens. 
And it is at least possible to conceive of a state of society where religious 
faith has vanished and patriotism is dead, where the family lasts mily 
for one generation, and where all land has been appre^riated so that 
the calUng of the fatho* is denied to the son; where existence has again 

^ “By a son a man obtains victory over aH people; by a son’s son he enjoys im- 
mortality; and afterwards by the sem of that grandson 1^ reaches the solar abode.” 
“The son deliveis his father from hell.” “A son of a Brahmin if he performs virtuous 
acts redeems fiom sin his ten ancestors.” (P. x<^.) 

This is Manu's law, which MalUius quotes In support oi his eontentiem* But he 
failed to see that as soon as one begins to doubt Mimu’s teaching the argmnent is 
the other way. of the reasems why sterility was consickred a dtdionour by Jewish 

women was that each of them scctcdy hop^ diat she might become the mod^ of 
the prmnised Mmah* But uhen die Jews ceased to hope for the Deliverer that was 
to come, then the Inc^dve to chikibifth was gone* 
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become nomadic and sufimng unbearable, and where marriage, easily 
annulled by divorce^ has become more or less of a firee union. In such 
a cmnmunky, with all incentives to reproduction removed and bH 
antagonistic forces in full operation^ the birth-rate would fall to zero. 
And if all nations have not yet arrived at this stage they all seem to 
be toniding towards it. It is true that a new social environment may 
give rise to new motives. We believe that it will, but as yet we are 
ignorant of the nature of these promptings. 

Paradoxical as it may seem, the sexual instinct plays quite a secon- 
dary role in the procreation of the human species. Nature doubtless 
has united the two instincts by giving them the same organs, and those 
who believe in final causes can admire the ruse which Nature has 
ad<^ted for securing the preservation of the species by coupling 
generation with sexual attraction. But man has displayed ingenuity 
even greater than Nature’s by separating' the two functions. He now 
finds that (since he has known how to get rid of reproduction) he can 
gratify his lust without being troubled by the consequences. The fears 
of Malthus have vanished; the other spectre, race suicide, is now casting 
a gloom over the land. 

Malthus’s condemnation of such practices was of little avail. Other 
moralists more indulgent than the master have given them their 
sanction by endeavouring to show that this is the only way in which 
men can perform a double function, on the one hand giving full scope 
to sexual instinct in accordance with the physiological and psycho- 
li^cal laws of their being, and on the other taking care not to leave 
such a supreme duty as that of child-bearing to mere chance and not 
to impose upon womankind such an exhausting task as that of 
matmuty save when fieely and voluntarily undertaken. This is quite 
contrary to the pistor’s teaching concerning moral restraint. Hie 
Neo-Malthusians, on the other hand, consider his teaching very im- 
nmral, as bdng contrary to the laws of physiology, infected with ideas 
of Christimi ascetkism, and alto^ther worse than the evil it seeks to 
ronedy. His rule c£ enforced celibacy might, in their opinion, involve 
nK3re suffering even than want of food, and late marriages simply 
coustitute an outrage upon morality by encouraging prostitution and 
increasing the number o( iUeg^tiinate births. The Neo-Malthusians^ 

^ In recent years dus movemoit has acquired uitejq>ected strength ahno^ every- 
'adiere, but especially In France, where it certainly seemed quite supeifiuous. The 
ee^his and hhtmy cd’the Neo-M^thusian movement were recounted by M. Chachuat 
k hi a hook enthled L0 mmrnnuU de Bir^ dans Us pqjas AngU-ioims 

Ihigm di FauSto ds dfeU mr^ids Lyon^ Vtd. XXXII.) The movement was started 
by Ftancb llime, the eccentrk tailor who was connected with the be^imingi of Eni^idi 
Hade un l onhm and whose papest have provkied material foridl the lustorians of diat 
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persist in r^;ardmg themselves as his disciples because they thudc lhat 
he clearly demonstrated — despite himself, perhaps — ^that the caccrcise 
of the blind hudnet of r^roduction must result in the muldplic^^i^ 
of human beings who are faced by want and disease and liable to 
sudden extinction or slow degradation, and that the only way rf 
avoiding this is to check the instinct. 

There is reason to believe, however, that were Malthus now alive 
he would not be a Neo-Malthusian. He would not have wilUngly 
pardoned his disciples the perpetration of sexual firauds which enable 
man to be freed from the responsibilities which Nature intended him 
to bear. Nevertheless we must recognize that the concessions which 
he made prepared the way for this further development. 

H Malthus did not seem to realize the full import of these ddicate 
questions which contributed so powerfully to the overthrow of his 
doctrine. Especially is this true of the emphasis which he laid upon 
chastity, involving as he thought abstention from the joys of mar- 
riage. Such celibacy he would impose only upon the poor.^ The 
rich are obviously so circumstanced that children cannot be a hin- 
drance. We know well enough that it was in the interests of the poor 
themselves that Malthus imposed his cruel law ‘^not to bring beings 
into the world for whom the means of support cannot be found.** 
But that does not prevent its emphasizing in the most heartless fashion 
imaginable the inequality of their conditions, forcing the poor to 
choose between want of bread and celibacy. Malthus gave a quietus 
to the old song which eulogizes love in a cottage as the very acme of 
happiness. It is only just to remark, hoivever, that he does not go so 
far as to put an interdict upon marris^ altogether, which has been 
the case in some countries. The old liberal economist asserts himself 
here. He sees clearly enough that, leaving aside all faumanitarum 
considerations, the remedy offered would be worse than the evil, fmr 
its only result would be a diminution in the number of legitimate 


movement His pr(^>aganda dates from the id2o’8 and is directly associated widi the 
ideas of Malthus. 'l^e fost book on the subject was diat pubfri^ed anonymoudy In 
1654 by Dr Drysdale, entitled Elmmis of Sodel ScUnco^ but it was not till 1B77 that 
Ihyadate founded the Maldiusian League. It has since made rapd p r ogre ss in 
America and Ei^^Umd. 

^ He categoriadly dedares that **we must mppose die general prevalenoe of such 
prudential halnts among the poor as would prevent them from marrying idm die 
actual prke of labour joti^ to what they miedtt have saved in their single state 
would not give dion the prospect of beii^ aUb to mpport a wifr and five or six 
^ diildren withoi^ asiistanoe*^ (P. 5^) Mairti^ seems ^pohib^ed to every ^wotker 
' whose wi^ are not enoi^ to hUp eight pmom^ which practkdly woit^ mem 
diat no workman could marry. 
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chikbroi and an increase in the number of those bean out df wedlodk.^ 
When idling the poor that they themsdves were the authors of 
tbdr misary,^ because of their improvident habits, their early mar* 
riages, and their large families, axul that no written law, no insdtu* 
tion, and no effort of charity could in any way remedy it, he failed to 
realize that he was furnishing tibe propertied classes with a good 
pretext for dissociating themsdves from the fote of the working classes.* 
And during the century which has passed since he wrote the way to 
every cmnprehensive scheme of socialistic or communistic organization 
has been barred and every projected reform which claimed to ame* 
liorate thecondidem of the poor effeedvdy thwarted by the argument 
that the only result would be to increase the number of pardcipators 
as wdl as the amount to be distributed, and that consequendy no one 
would be any the better off. 

^ ”1 have been accused of proposing a law to^ prohibit the poor from marrying. 
Hus is not true. ... I am, inde^, most decidedly of opinion that any positive law 
to limit the age of marriage would be both unjust and immoral.** (P. 357.) 

*It is worth while recalling the passage to which we have already incidentally 
drawn attention: “The poor are themselves the cause of their own poverty.” (P. 458.) 

*His views concerning charity are exceedingly interesting, and are directly con- 
nected with his theory of population. This was the practical question about which he 
was most concerned, and his influence in this direction has been very considerable. 
He showed Inmself sui uncompromising opponent of the English Poor Law as it then 
existed. Speaking of the £amous 43rd of Elizabeth, he declares that one of its clauses 
is **a8 arrogant and as absurd as ^ it had enacted that two ears of wheat should in 
future grow where one only had grown before. Canute, when he ccanmanded the 
waves not to wet his princely foot, did not in reality assume a greater power over the 
laws nature.** Since public assistance cannot create wealth, it cannot either keep 
alive a single pauper. *Tt may at first appear strax^, but I believe it is true, that I 
cannot by means of money raise the condition oi a poor man . . . without proportionally 
depressing othexs in the same class.” But it may be pcmited out that al^ough charity 
cannot beget wealth it does transfer a certain portion of wealth from the pockets of 
the rkh to fill the moudis of the hungry poor. Hie consumption of the one is increased 
just as much as the other is decreased. 

Not only does he condemn charity in the way of almsgiving, but also the practice 
of ghdng wenk for €l»rity*8 sake. He admits an exception in the educadem, 

of which everybody can partake widiout making anyone else the poorer. Such 
arguments wo^d seem to imply the prohibition of all charity, whedier public or 
inivate, and as a matter of fact he dexnands the gradual abolition of the Poor Laws 
and cf every kixid oi systexxiadc assistance which ofibn to die poor any kind of help 
upoh \dis€h they can always reckon. But he recognizes the ”good results of private 
cfaMty, dbcriminately ax»i occasxonally exercised.’* Though he failed to remove the 
Woof Laws, the oStet of his teaching is d^ly seen in the Poor Law Amendment 
Act 1^1334. 

Mucus’s ^trxne k just dm revexie of the sodal teaching on die c|uesd<m in 
Prance at the pretent time. There you have an attempt to substitute solidarity for 
C 9 ttidian dbmity. That means that the poor shoukl be able to demaixl assistance^ not 
as a biil as a and that the place of individual mr private diaxity shouM be 
nd^byapttl&xxxMittttkmwithamwtogivingefibct tothis. Hxs teaching concern* 
inf the prevendve obatade hat been so thorou^y taken to heart that Is not 
fritf of legd anxMaoce lestdttng fo a tpov^ exf population. 
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Whatever oj^mition Malthta’s doctru^ may have aroused^ hi$ 
teaching has long since become a part and parcel of economic sdence. 
Occasionally it has thwarted legitimate claims, while at other times 
it has been used to buttress some well-known Classical doctrine, such 
as the law of rent or the wages fimd theory. On more than one 
occasion it has done service in the defimcc of family life and private 
property, two institutions which are supposed to act as effective checks 
upon the growth of population, because of the responsibilities which 
they involve.^ 

The population question has lost none of its importance, although 
it has somewhat changed its aspect What Malthus called the prevenr 
tive check has got such a hold of almost every country that modon 
economists and sociolc^ts are concerned not so much with the ques- 
tion of an unlimited growth of population as with the regular and 
universal decline of the birth-rate. It has already been printed in 
some countries that in a short time the population will dither become 
stationary or begin to fall. What is called the “net reproduction 
rate” has fallen in some countries of Northern, Central, and Western 
Europe below that which is necessary to keep the population at the 
existing level.* 

It is generally agreed, however, that these causes are not natural 
or pathological laws, but simply the deliberate will of parents to have 
no children or to limit their ntimber.* But this explains nothing at 

* It is not proved, however, that such were Malthus’s views. Private ppoperty, at 
least peasant proprietorship, acts as a stimulus to population. And it is very curious 
to think that he ^ould have taken his illustration from France, where the multiplica- 
tion of small farms is considered one of the causes of the falling birth-rate. **At all 
times the number d small farmers and proprietors in France was great, and thoi^ 
such a state of things is by no means favourable to the clear surplus produce or dis- 
posable wealth of a nation, yet somerimes it is not unfavourable to the absolute 
produce, and it has always a strong tendency to encourage population.** And again: 
** Even in France, with all her advantages of situation and climate, the tendency fd 
population is so great and the want d* foresight among die lower classes so rem^- 
able . . Godwin and Young express similar opinions. The latter is quoted by 
Malthus: **The predominant evil of the kingdom is the having so great a pc^nilation 
that she can neither employ nor feed it.** (P. 509.) 

Marrif^ Malthus thought, had a restraining influence upon population. He admits 
that the simplest and most natural obstacle is to oblige every father to rear his own chfl- 
dren. He also admits that the shame which the mother a bastard and her diild 
have to endure is a matter of social necessity. He does not approve of flxrdng the 
man who has betrayed a woman to marry, but he declares that seduction ought to 
be saioiisly puxushed. This was a vary novel view at the thne, aldiot^h later it came 
to be commmily adopted. 

* See Xa PafmUOim de k Franee, by Huber, Bunk, and Boverat (Hachette, Paris), 
p. 186. 

* There are semie socklogists who, like Malthus, would seek an e:q>lanadon both 
of dcpopfoladon and of overpopulatm in biological causes. Fourkr and l>oubleday, 
for exaa^de, are among the number. Doubleday, who wrote krty yeani beflno 
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afi, tor tibe quesdon is wfy people no longer wish to have childxen, 
and, in r^ard to France, vdiy this deliberate abstinence — ^which in 
most countries began only in the latter half of the nineteenth century, 
diough it b of longer standing in France — ^has increased so much. To 
oqdain it we must discover its causes, which are not peculiar to France 
(C»r to our own generation, and which should therrfore be observable 
elsewhere, though perhaps in different proportions. It may be, as 
Paul Leroy-Beaulieu believes, that a fa^ in the birth-rate results 
simply from the progress of civilization — ^rather too flattering an 
explanation in the case of France — creating needs and expenses in- 
cmnpatible with the duties and burdens of parenthood. Or we may 
agree with Dumont,^ who ascribes it to the progress erf* democracy, 
which stimulates the desire to succeed, to rise more quickly and as 
high as possible — what he calls very ingeniously the law of cc^nUarity. 
Or ^ain we may attribute it to more specific causes, varying from 
one school thought to another, such as the system of equal inheri- 
tance, as die Le Play school believes, or the weakening of moral and 
rdigious bdiefr, which is the view of Paul Bureau, or intemperance in 
all its forms, such as debauchery, alcoholism, and so forth. One of 
the most interesting explanations is that suggested by Landry in 
his La Rivolution dhnographique.'^ According to this view there arc 
^^pc^ulational systems’’ which are not the same in all periods or in 
all human groups. He distinguishes three of these, corresponding to 
three groups of doctrines, and defines them as follows: ^*In some 
communities marriages and births are unrestrained, the standard of 
life — ^at all cvmts for the most numerous class — is fixed at what is 
called "subsistence level,’ and the death-rate may be said to determine 
pqpulation chai^[es. In certain other communities the aim of parents 
is to secure for their children the same conditions as they themsdives 
oijoy. In this case the standard of life is above subsistence level, but 
there is no voluntary limitation of procreadon and it is by vaiiadons 
in the marriage-rate that the object aimed at is (more or less successfully) 


Maithus, believed that fecundity varied mversdy with subsistence, and that diis 
acted as a kind of natural check upon the growth of populadcm. There are others, 
i^;iun, who diink that reproductive capadty varies inverKly with intellectual activity. 
Bodi explanati^MQs seem to suggest a kind of opposition between the development oi 
the Individual and the progress the race which is very suggestive. But th^ views 
hsvt not gained many adherents. If diey are ever pro^, vrinch k not very likely, 
the prospect is not an attractive one. It would mean that those nations and da ncs 
who ha^ risen to a position of ease throu|^ their superior culture would disappear, 
while the pooter, uncidtured masses wmild condmte to increase. 

^Ars^Dum^ £4 1B90). 

^ J^rey, Biiris» 1934^ Landry's thecay has be^ dealt with by the Bdpan eoof^omlst 
aiidfhUistiehmAntt^Jidintnthe 194a and 1943. 
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achieved. What we see nowadays in the most civilizoi countries is 
population changes determined principally by variations in the bir^ 
rute: birth control is commonly practised, partly from the desire not 
to be buxdened with the expense of a large frmily, and partly so that 
the children may live in greater comfort than their parents and rise 
higher in the social scale” (p. 202). The true cause of the dedine in 
the birth-rate would therefore be that ‘‘rationalization” which since 
the eighteenth century has been introduced into all parts of life, 
whether public or private, in place of the form«: devotion to tradi- 
tion, custom, aikl instinct (p. 40). Other writers, such as Sauvy,^ 
instead of dwelling on the causes of the decline in the birth-rate, have 
tried to define what is nowada)^ called the “optimum” populaticm — 
a difficult concept to define precisely — ^and have calculated the results 
and repercussions of the decline on production and financial condi- 
tions in the coimtries in which it occurs. 

These researches, however useful they may be, still leave unsolved 
the mystery of the forces that determine at any given moment the 
rapid increase, the stagnation, and even the decline of a population. 
These forces have roots going down into the depths of man’s instinc- 
tive feelings, where it is hardly permissible for the sodoli^ist or the 
economist to reach them and analyse them. All we can say is, like 
the German demographer Mombert,* that a higher d^rce of comfort 
and well-being acts more often as a restraint than as a stimulus. 

II: RICARDO 

Next to Smith, Ricardo is the greatest name in econmnics, and 
fiercer controversy has centred round his name than ever n^ed around 
the master’s. Smith founded no school, and his wisdom and modera- 
tion saved him from controversy. Hence every economist, whatever his 
views, is found sitting at his feet straining to catch the divine accents 
as they fall fix>m his lips. 

But Ricardo was no dweller in ethereal r^ons. He was in the 
thickest of the fight — the butt erf* every shaft. In discussions on the 
question of method the attack is always directed against Ricardo, who 
is charged with being the first to lead the science into the fruitless 
paths of abstraction. The Ricardian theory of rent afibrds a target 
for every Marxian in his general attack upon private property. Hie 
Ri c a r dia n theory of value is the starting-point erf* modem socialism — 
a kinsUp that he muld never have disavowed, however little to Us 

^ Mmabem him devoid many woiki to die doncmitration of diis diesit. 
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taste* The same thing is trae of controversies concerning banks of 
iame and international trade: Ricardo’s place was ever with the 
vanguard. 

His defects are as interesting as his merits, and have been equally 
influential. Of his theories, especially his more characteristic ones, 
there is now little left, unless we recall what is after all quite as im- 
portant — ^the critidsms they aroused and the adverse theories which 
they begot. The city banker was a very indifferent writer, and his 
work is adorned with none of those beautiful passages so characteristic 
of Smith and Stuart Mill. No telling phrase or striking epithet ever 
meets the eye of the reader. His principal work is devoid of a plan, 
its chapters being mere fragments placed in juxtaposition. His use 
of the hypothetical method and the constant appeal to imaginary 
cemditions makes its reading a task of some difficulty. This abstract 
method has long held dominion over the science, and it is still in full 
activity among the Mathematical economists. His thoughts are pene- 
trating, btU his expedition is fiequently obscure, and a remark which 
he makes somewi^re in speaking of other writers, namely, that they 
sddom know their own strength, may very appropriately be applied 
to him. But obscnirity of style has not clouded his fame. Indeed, it 
has stood him in good stead, as it did Marx at a later date. We hardly 
like to say that a great writer is unintelligible — a, feeling prompted 
partly by respect and partly arising out of fear lest the lack of intelli- 
gence should really be on our side. The result is an attempt to discover 
a profound meaning in the most abstruse passage — an attempt that 
is seldcnn fruitful, especially in the case of Ricardo. 

It is clearly impossible to outline the whole of this monumental 
wmk. We shall content ourselves with an attempt to place the leading 
conceptiems clearly brfore our readers.^ 

^ David Ricardo was dcflceaded from a Jewish family originally domiciled in 
Hoiiand. He was bom in 177s in London, where his father had settled as a stock- 
broker. He entered btmness at an early age, and soon became thoroughly convexsant 
widi the intricacies of banking and exdiiu^e. On the occasion of his marriage he 
changed his religion, and thus incurred the displeasure of his family. Setting up as 
a broker on his own account, he was not long in am assin g a huge fortune, estimated 
at about ;C2,ooo,ooo--an enemnous sum for those days. 

Naturahyl enough, his earliest interest in economics centred round banking ques- 
tMis. The French wars had caused a depreciation in the value of the bank-note, 
laid dus aroused die interest not only d the specialists, but also of the public. Hk 
essay, published in 1810, when he was dmiy-eight years of age, was entitled TTu 
Friee BuUian a Proof of tAs DefiroekHon of It was soon followed by 

other fOithitdealxi]^ with banks and with die credit system. But these diortpoleinkal 
goteiocarcdly any indication d die great attentiem which he wps bestowing 
uptm ptkidyhs of die science. His Interest was primarily personal, for it iq^^ean 
^at he hid no istentfon of publishing anything on the suli^ect In 1S17, however, 
dte lesidia Were seen in a rdmoc endded TJn Pm&ptos tf PoUHed JEkoasap. Ricardo 



RICARDO 


*55 

/ Speaking genaraily, Ricardo^s chief concern is with the dktrilRithm 
of wealth. He was thtts instrumental in opening up a new field df 
economic inquiry, for his predcc^ors had been largely engrossed with 
production. *‘To determine the laws which regulate this distribution 
b the principal problem in political economy.” We have already some 
acquaintance with the tripartite division of revenues correspemdh^ 
with the threefold division of the factors of production — ^the rent erf 
land, the profits of capital, and the wages of labour. Ricardo wanted 
to determine the way in which this division took place and what laws 
regulated the proportion which each claimant got. Although un* 
hampered by any preconceptions concerning the justice or injustice 
of distribution, we can easily understand how he ushered in the era 
of polemics and of socialistic discussion, seeing that the natural laws 
pale into insignificance when contrasted with the influence wielded by 
human institutions and written laws. The latter override the fiwmer, 
and individual interests which may co-operate in production frequently 
prove antagonistic in distribution. 

We shall follow him in his exposition of the laws of rent, w£^es, and 
profits, but especially rent, for according to him the share given to 
land determines the proportions which the other factors are going to 
receive. 

One would imagine that an indispensable preliminary to this study 
would be an examination of the Ricardian theory of value, especially 
when we recall the importance of his theory of labour-value in the 
history of economic doctrine and how it prepared the way for the 
Marxian theory of surplus value, which is the foundation-stone of 
contemporary socialism. Despite all this we shall only refer to his 
theory of value incidentally, and chiefly in connexion with the laws 
of distribution. We have Ricardo’s own authority for doing this: 
‘‘After all, the great problem of rent, of wages, or of profits might be 
elucidated by determining the proportions in which the total product 

die busuiess man could hardly have guessed that it would shake iht capitalisdc edifice 
to its very foundadoni. 

In 1819 he was elected a member rf the H(»ise of Gcmimom, but he was as in- 
difiereut a ^>eaker at he was a writer. He was always Ustened tc^ however, widi the 
gr^test reflect. **! have twice attempted to speak,” he writes, **but I proceeded in 
die most oabairassed maxmer: and 1 have no h<^ of conquerhpg die alam with 
which I am assailed the moment I hear the sound of my own In 1821 

founded die Political Economy Club, the earlktt of those numerous sodedet for the 
study economic sulbjects which have siuce been estal^&hed in every country. In 
1822 he publxdied a work on Prot$cHon to Agrietdlmo. The foUowxng year he died 
at the ccmqiaratively early age of fifty«one. 

Since hk death all hk writsx^ have been carefi^ collected, and hk oorrcspcmdaice 
vdth the ddef economists oflus day, wi& Maldius, McCufioch, and Say, puhU^ed. 
'fhe correqpondenoe k extrondy inq^yoitant for an understandixig of hk doctrhies. 
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is distrilHited betWEcn the proprietCES, the capitaUsts, and the workers, 
but this is not necessarily connect^ with the doctrine of value*’*^ 

It is, moreover, probable that Bicardo himself did not begin with 
an elaborate theory of value from which he deduced the laws of 
distribution, but after having discovered, or having convinced him- 
9^ that he had discovered, the laws of distribution he attempted to 
deduce firom them a theory of value. One idea had haunted him his 
udiole lifelong — ^namely, that with the progress of time nature demanded 
an ever-increasing application of human toil. No doubt it was this 
that suggested to hjm that labour was the foundation, the cause, and 
the measure of value. But he never came to a final dedsion on the 
question, and his statements concerning it are firequendy contra- 
dictory. We must also confess that his theory of value is far fix>m being 
his most diaracteristic work. In the elucidation of that difficult ques- 
tion, vigorous thinker though he was, he has not been much more 
fortunate than his predecessors. He himself acknowledged this on 
more than one occasion, and shortly before his death, with a candour 
that docs him honour, he recognized his failure to explain value.^ 

I. THE lAW OF RENT 

Of all Ricardian theories that of rent is the most celebrated, and it 
is also the one most inseparably connected with Ricardo’s name. So 
wdl known is it that Stuart Mill spoke of it as the economic pms 
asmofuniy and it has always been one of the favourite subjects of 
examiners. 

The question rf rent — diat is, of the return which land yields — had 
occupied the attention of others besides Ricardo. It was the burning 
question of the day. The fnroblem of rent dominated English political 
economy during the first half of the nineteenth century, and a later 
period has witnessed a revival of it in the land nationalization policy 
of Henry Geoige. In France there was but a feeble echo of the con- 
troversy, for France even long before the R^olution had been a 
country of small proprietors. Landlordism was far less common there, 
and where it existed its characteristics were very different. That 
thfeefi^ hkrarchy which consisted of a worker toiling for a daily 
in the employ a capitalist farmer who draws his profits towered 

^LeUar inMcCiiEocIi, July 1$, tSso, quoted by H. Denit, VoL II, p. tyi. 

^ la hii wiffi McGuliodi, under date December 18, 1819, he writes: 

am aotiiuiffied wiffi the explasmdoa whk^ have givm the priadplet vdach 
teguiale vtkic* X with a more abk pen woidd undertake It.*’ 
hi a fetter to Maites wntteci on Augut 15, 1820, vpetMog d Ids own theory of 
and ef McGuiiodi*s, he dcspamngfy adds: ’’Bodi of us have ftaed.’* See 
Hikvy, is and Uoetar Denb, ip. r I. 
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over by a landloni in receipt of rents formed a kind ci microi^Ranie 
picture of the universal process of distributio]:^ but it vm sdidmzi sa 
dearly seen in France as it was in England. 

Tlie first two incomes presented no difficulties. But how are we to 
explain that other income — ^that revenue which had oreated English 
aristocracy and made English history? Hie Physiocrats had named it 
the **net product/’ and they argued a liberality of nature and a gift 
dT God. Adam Smith, although withholding the title of creator firom 
nature and bestowing it upon labour, neverthdess admits that a 
notable portion — ^perhaps as much as a third of the revenue of land — 
is due to the collaboration of nature.* 

Malthus had already produced a bode on the subject,* and Bicaitki 
hails him as the discoverer of the true doctrine of rent. Maldius takes 
as his starting«point the explanation ofiTered by the Physioorats and 
Adam Smith, namely, that rent is the natural outcome of some special 
feature possessed by the earth and given it by God — ^that is, the power 
of enabling more people to live on it than are required to dll it. Rrat 
is the result, not of a merely physical law, but also of an economic one, 
for nature seems to have a unique power of creating a demand for its 
products, and consequently of maintaining and even df increasing 
indefinitely both its own revenue and value. The reason for diis h 
that the population always tends to equal and sometimes to surpass 
the means of subsistence. In other words, the number of people bom 
is seldom less than the maximum number that the earth can feed. 
This new theory of rent is a simple deduction finom Maltfaus’s law 
concmiing the constant pressure of population upon the means of 
subsistence. 

Malthus emphasized another important feature of rent, and it was 
this characteristic that especially attracted Ricardo. Seeing that 
different parts of the earth are of unequal fertility, tiie capitals em* 
ployed in cultivation must of necessity yield unequal preffits. The 
difference between the normal rate of profit on mediocre lands and 
the superior rate yielded by the more finrtile land constitutes a special 
kind profit which is immediately seized by the owner of tiie more 
fertile land. Hiis extra profit afterwards became known as ffifferential 
rent. 

To Malthus, as wdl as to the Hiysiocrats, this kind of teat seemed 
perfectiy Iq^timate and conformed to the best intee^ of tiie puli^ 
It was only the just reccunpeose for the ^^strmgth and talent” exercised 

. # ' ^ .V. 

* &addi had ^ened kiduttry to a household with m 

agriodliite to a hoitttiicad with thiee-^wagoi, pr(^, 
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by llie mig^nal proprietors. The same ai^fument applies to those 
vriio have since bought the land, for it must hav)e bera bought with 
the ^"fruits of indiisuy and talent,’* Its benefits are permanent and 
independent the proprietor’s labour, and in this way the possession 
of laiul becomes a much*coveted prize, the otium mm digtdMi which is 
the reward of meritorious eficut, 

Ricardo enters upon an entirely new track. He breaks the con- 
nexion with Smith and the Phyriocrats — a connexion that Malthtis 
had been most anxioas to maintain. All su^^estion of co-opaadon on 
the part of nature is bruriied aside with contempt. Business-man 
and owner property as he was, he had no supersddous views con- 
cerning nature, whose work he contemplated without much feeling of 
reverence. As against the celebrated phrase of Adam Smith he quotes 
that of I^chanan: *‘The nodon agriculture yielding a produce 
and a r^t in consequence because nature concurs with human 
industry in the process of culdvadon is a mere fancy. He proceeds 
to defend the converse of Smith’s view and to show how rent implies 
the avarice rather than the liberality of nature. 

The pro(^ that the earth’s fertility, taken by itself, can never be 
the cause of rent is easily seen in the case of a new country. In a 
newly founded colony, for example, land yields no rent, however 
fertile, if the quantity of land is in excess of the people’s demand. 
**For no one would pay for the use of land when there an abun- 
dant quantity not yet appropriated, and therefore at the disposal of 
whosoever might dfoose to cultivate it.”* Rent only appears *‘when 
the progress of population calls into cultivation land of an inferior 
quality or less advantageously situated.” Here we have the very 
ken^ Ricardo’s theory. Instead of beii^ an indication of nature’s 
generodty, rent is the result the grievous necessity of having recourse 
to relatively poor land under the pressure of population and want* 

^ It b necctmry to remember, however, fiiat the bid theory survived and appear! 
hm imd^ die very name of Ricardo, for he was umuccesifiil in freeing himstif 
altogedier from in infiuence. He defines rent as *‘that portion of the ptoduce of the 
e^rth which Is pakl to the landlord for the use the original and indestructible 
powesi of tile He continually refers to these powers of the soE, which are 
dbaaefeed as **natur8],'* **primittve,** **itvkstnictible,** as indqiendent of all 
Iribour. 

* ^ISkHhiiig b iiKire common tiian to hear the ad vantage which the land possesses 
over fmy c^her source of useful produce on account of the surplus which it yields 
in tiife Ibrm of rent* Yet when hmd b most abundant) when most productive and 
most fertikv k yidds no rent, and it b only when its powers decay . . . that rent 
i^ipeixs,” ed, Conner, p. 5a.) 

A.^YkelalsDinr of Na|^^ b not because she does much, but because she does 
Utile, In proportion as she becomes n%gaidly in her gifrs she enacts a greater {mce 
ibr hm week.** p. 53, note.) 
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‘^Rent is a creation of value, not of wealdi/’ says Ricardo*^ prcM 
found saying, and one that has illumirated many a mystery attaching 
to the theory of rent. In that sentence he draws a distinction bei^veen 
wealth bom of abundance and sadsfaction and value b^otten td 
dif&culty and effort, and he declares that rent is of the second category 
and not of the first. 

Still, this cannot be accepted as the final explanation. It is difficult 
to understand how a purely negative condition such as the absence of 
fertile land could evar create a revenue. It were better to say that 
the want of suitable land supplies the occasion for the appesurance ct 
rent, although it is not its cause. The cause is the high.price of agri* 
cultural products — say com — due to the increased difficulty culti- 
vating the less fertile lands.^ In short, the cause and the measure oi 
the rent of corn-land are determined by the quantity of labour neces- 
sary to produce com under the most unfavourable circumstances, 
^‘meaning by the most unfiivourable circumstances the most un- 
fovourable under which the quantity of produce required renders it 
necessary to carry on production.”* 

Let us assume, as Ricardo did, that first-class land yields a bushd 
of com as the result df ten hours’ work, the com selling for ten shillings 
a bushel.* In order to supply a population that is increasing in 
accordance with the Malthusian formula, land of the second class has 
to be cultivated, when the production of a bushel requires fifiem 
hours’ woik. The value of com will rise proportionately to fifteen 
shillings, and landed proprietors of the first class will draw a surplus 
valt;^ or a bonus offive shillings per bishel. So rent emerges. Presently 
the time for cultivating lands of the third class will approadi, when 
twenty hours’ labour will be necessary for the production of a bushd. 
TTic price of com goes up to twenty shillings, and proprietors of tile 
first class see their gift increased or their rent raised fix>m five to ten 
shillings per bushd, while the owners of the second-class land obtain 
a bonus of five shillings per bushd. This marks the advmt d* a new 
class of rent-receivers, who modestly take their place a little bdow tiie 

**Tliecon9)afmfive$cairity oftfaeniottibtiklaiHbbtiieciH^ (IVtw^ikr, 

cd* Conner, p. 395.) 

Adam Smith had already offered this as an explanation in the case of the products 
of tln^ mine, but he foOed to see that aratde land is really notiihig but a sort o£ mii^. 

* Today we say that it h determmed by mmued demand. But this b 

quite contrary to Rksudo’s views, Ibr in his opixikm it Is labour and not demand that 
creates value. 

* **The value of com k regulated by the quantity td'labour batowed on its protkie- 
tion on that quaHty of land [or with that por^xm of capital} which pays no 

* the IQuRlsdon as given by Ricardo « acmiewhat more coaqdicated 




THE PESSIMISTS 


first class. The thirds class of landowner will receive a rent whenever 
die cultivation of fourth-class land becomes a necessity.^ 

It has been said in criticism of die theory that the hierarchy of lands 
has simply been invented for the purpose of illustrating the theory. 
But what Ricardo has really done is to put in scientific language what 
every peasant knows — what has been handed down to him from father 
to son in imbroken succession, namely, that all land is not equally 
fertile. 

Ricardo, so often represmted as a purely abstract thinker, was in 
reality a very practical man and a close observer of those facts that 
wore then occupying the attention of both public and Parliament. 
High rents, following upon high prices, constituted the most important 
phenomenon in the economic history of England towards the end of 
the eighteenth and the beginning of the nineteenth centuries. Right 
through the eighteenth century — ^that is, up to 1794 — the highest 
price paid for com was only a few pence above 601. per quarter. But 
in 1796 the price rose to 921., and in 1801 it reached 1771. — ^nearly 
three times the old price. The exceptionally high price, due to extra- 
mxlinary causes, chief among them being the Napoleonic Wars and 
the Ccmtincntal blockade, could not last long, although the average 
during the years 1810-13 remained as high as lofo.* 

This h^h price of com was not entirely due to accidental causes. 
Something must be attributed to the fact that the available land was 
insufficient for the upkeep of the population, and that new land had 
to be cultivated irrespective of situation or degree of fertility. The 
pastures which had formerly covered England were daily disappear- 
ing before the plough. It was the period of the iniquitous Enclosure 
Acts, when landlords set their hearts upon enclosing the common 
lands. Professor Cannan has (hawn up an interesting chart to show 
the dose correspondence between the progress of the endosure move- 
ment and the high price of com.® 

^ *^When land of an inferior quality is taken into cultivation the exchangeable 
value of raw produce will rise because more labour is required to produce it.’* {Prin^ 
dpUs^ ed. Gonna*, p. 49.) 

* Sec Caimaii’s deli^tful v<^ume The Theories of Production and Distribution, p. 150^ 
vAkcrc the average decennial price works out as follows: 


1770-1779 




s. d. 

• 45 0 

1780-1789 

. 

. 

. 

• 45 9 

* 790-1789 * 

• 

• 

• 

• 55 II 

1800-1809 

• 

, 

• 

. 82 2 

1810-1813 


. 

« 

. 106 2 


* The numW d Endosure Acts whidi Parliament, acting with the sanction of 
pubik qpinkm, passed during the latter part of the ei^teenth and the beginning of 
the nineteenth centuries increased very raf^ly. Between 1700 and 1845 no f<^er 
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In 1813 a Comxtjission appointed hy the House dcnmmato to 
inquire into the price of com — for the propri^ors dreaded the day 
when the return of peace would allow of importatimi — came to die 
conclusion that new lands could not produce com at a less cost dtan 
8o^. a quarter. What an argument for Ricardo’s theoryl^ 

But is there no possible means of avoiding cultivadon lands 
of the second and third order? Intensive cultivation might doubdess 
do something to swell the returns on the older lands, but only up to a 
certain point. It would be absurd to imagine that on a limited area 
of land an unlimited quantity of subsistence can be produced. There 
must be a limit somewhere — ^an elastic limit, perhaps, and one which 
the progress of science will push farther and forther away, even 
beyond our wildest hopes. But the cultivator stops long brfore this 
ideal limit is reached, for practice has taught him that the game is 
not worth the candle, because the ouday of capital and labour exceeds 
the profits on the return. This practical limit is determined for him 
by the law of diminishing returns.* 

That law is indispensable to an understanding of the Ricardian 
theory, and is implied in Malthus’s theory of population. Its discovery 
is still earlier, and we have an admirable statement of it in Turgot’s 
writings: It can never be imagined that a doubling of mq>enditure 
would result in doubling the product.” Malthus, imconsciously no 
doubt, repeated Tiirgot’s dictum.* It is evident, says he, that as 

than 3835 such Acts were passed, involving the enclosure of 7,622,664 acres, most of 
it common land. Not until 1845 do we find a change either in the attitude of public 
opinion or in the action of Parliament. 

^ It is not quite clear whether the high price of com is due to the cultivation of new 
lands or whether this high price is the caiise of the cultivation of new lands. The 
second interpretation appears to us to be the most natural, but it invdK^ the 
abandonment of the Ricanlian theory. 

* Some critics — e.g., Fontenay, Basdat’s disciple — suggested that land No. 4 might 
very well become No. i, if, instead of beii^ employed in the culdvadon of com, an 
intelligent husbandman were to put it to viticulture or rose-growix^. But this is to 
beg the question. The law ci rent implies products the same land, for it is this 
identity oi quality that enables them to be sold at the same price. If bad cc»n-land 
could become good rose-growing ground, then of course it would take its place among 
rose-growing areas, yielding rent as soon as less fertile huids were em^doyed the 
same purpose. 

* Turgot, Observaiicns sur m MAnoire de M, de SairO-P^at^ ((EumSf Vol. I, p. 420). 
** It can never be imagined^that a doubling of expenditure would result in doublixtg 
the prochict. ... It is more than probable that by gradualiy increasing the 

ture up to the pennt where nothing would be gain^ on the return, sudi items woukl 
successively become less fruitful. Tht earth’s fertility resembles a sprhig that is bring 
pressed downwards by the addition of succesrive weights. If tixe viright is small and 
die spm^ not very frexible, the frrst attempts will leave no remits. But when the 
we^t is miotgh to overcome tiic first reshtance tiien it will give to the pEtasam 
After yiriding a certain amount it will again to rerist the extra put 
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adtfvatioxi extends^ the aimual addition made to the average product 
must coxdinually diminish.^ Ricardo witnessed the operation of the 
law under his very eyes/ and he frequently hinted at the decreasing 
returns yidded by capital successivdy applied to the same land. Even 
in cases of that kind, where recourse to new lands was impossible, 
{mts wore bound to increase. 

Taking again land No. i, which yields com at lo^. a bushel, let us 
]ins^;ine that there is an increased demand for wheat. Instead of break- 
up up land No. 2 an attempt might be made to increase the yield on 
No. I, but nothing will be gained by it because the new bushel pro- 
duced on No. I will cost ly., which is just what it would cost if raised 
on second-class land. Furthermore, the price will now rise to 155., 
and the two bushels will be disposed of for gor., thus giving the pro- 
prietor a rent of y., because they have only cost 25s. to produce.* 

There is still another possibility, howeyer. Resort might be had to 
emigration and colonists might be encouraged to cultivate the best 
soils of distant lands, soils equal in fertility to those in the first class. 
The products of such lands would be got in exchange for the manu- 
factured goods of the home coimtry, to which the law of diminishing 


it, and weights that formerly would have caused a depression of an inch or more will 
now scarcely move it by a hair's breadth. And so the effect of additional weights will 
Ipradually Hiryiinjah. 

**The comparison is not very exact, but it is near enough to enable us to under- 
stand that when the earth is producing nearly all it can, a great deal of expense is 
necessary to obtain very little more produce.” 

Turgot, with his usual perspicacity, has noted a fact which the Classical writers 
gimerally failed to perceive, namely, that at the beginning of the process of cultivation 
there may be a period 'Mhen the return shows no signs of diminishing. 

^ We must note the fact that the law of diminishing returns was already implied 
in the second of the famcnis progressions g^ven by Malthus, for an arithmetical pro- 
gresnon that shows an increase of one every twenty-five years implies an addition 
slower than the growth of the series itK!f--i.s., slower than the movement of time. 
Let us take land that yields one; in twenty-five years it will yield two, an increase of 
ioo per cent. But this is cmiy ^ first step. At the end of another twenty-five years 
it w^ yield three, the increase being always one. But the increase from two to three 
means an increase of only 50 per cent, $xnB three to four of only 33 per cent, and so 
on to 25 per cent and 20 per cent When the hundredth place has been reached, the 
inermse will only be 1 per cent, and it wfi! continue to faU fiuther, cmly more skwly. 

* Ricardo gives a ri^tly difierent explanation. “If with a capit^ £1000 a 
tenant obtains 100 qvmrtea of iriieat firom his land, and by the employnient of a 
second ca]Htal of ,£1000 he ebtah^ a funher return of eighty-five, his landlord would 
hm tile power at the expiratiem of his lease obliging him to pay fifrem quarten, 
arms eqitivalent value for additicmal rent, fi>r there cannot be two rates of pre^t.** 
Conner, p. 48.) He means to say that if profits fall because new coital 
k leM productive than itid, rent must necewarily appear, because by definition rent 
k what renntim of tiie produce alter deducting pn^ts mid wages. This eiqtianatioii 
doidy resentities tiiat one given by West m his AfipUcaUon qf Capital to Load, publtdied 
014015, and Ricardo mta not above acknowledgii^ his in^btedness to West. 
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returns does not apply. But some account of the cost of trahq^ort, 
which increases the cost of production^ must be taken, and tfak ^ads 
to the same result, namely, a rent for those nearest the maiicet, b&msmt 
of the advantages of a superior situation. Dbtance mid sterility, as 
J. £. Say remarks, are the same thiz^. If land in America yields 
com at los. a bushel and freig^ts^e equals 5$., it is dear that com 
imported into England must sdl for 155. — exactly the same condition 
of things as if land of the second order had been cultivated, and 
English landlords of the first dass will still draw a rent of y. Hiis 
third possibility was scarcely mentioned by Ricardo, and he could 
hardly have foreseen the wonderful devdopments in transportation 
that took place during the next fifty years, which resulted in a reversal 
of the law of diminishing returns and the confuting of the prophets.^ 

The great Ricardian theory, prima facie self-evident, is in reality 
based upon a nximber of postulates to which we must pay more atten- 
tion. Some of them must be regarded as economic axioms, but the 
validity others is somewhat more doubtful. 

In the first place there is the assumption that the produce o£ lands 
unequally fer^e and representing imequal amounts of labour will 
always sell at the same price, or, in other words, will always possess 
the same exchange value. Is this proposition demonstrably $ound? 
It is true when the product in question — ^for example, com — ^is of 
uniform quality and kind. When the goods offered on the same market 
are so much alike that it is a matter of indiflerence to the buyer 
whether he takes the one or the other, then it is tme that he will not 
pay a higher price for the one than he will for the other. This is what 
jevons called the ‘*law of indiflTerencc.”* 

^ Shortly afterwards a German landowner published a book dealing with just that 
side of the problem of rent which had been neglected by Ricardo, namely, the in- 
fluence of distance from a market upon cultivation and the price products. We 
are referring to Thflnen, who in his book Dn IseUrte &aai (Vol. I, 1826) draws a 
picture of a town surrounded by a belt of land, and shows how cultivation will be 
distributed in concentric zones around that centre, and how the kind cultivatioii 
adopted will be a function of the distance. 

* But the honour of discovering this law, which is so important an tmdmtandii^ 

of exchange value, does not belong entirely to Ricardo. Forty years before a humble 
Scots former named Anderson obsoved the phenomenon and given a very 
satisfoGtory analysis cf it in his book ObsertHOiens on the Means Exdth^ a Spirit of 
National Industry (1777). ‘*Now as the expense of cultivating die least ferdie soil is as 
great or greater than diat of the most fertile Add, it necessarily fl^ws that if mi 
equal quantity of com, the produce od each field, can be sold at the same |»rice, the 
imjfit on cuidvadiig the most fertile soil must be much greater than that of ciddvatiiig 
the other, and as tibis continues to decrease as the sterility increases, it must at 
happen foiU d^ csqpense of cuhivatii^ s(sne of iho udxadm soils wiS mpial foe 
of ^ whole produce.** (Qpoted by Jevom, Theaiy ^ PoUtkd Eamon^ 2)^) 
Anderson's name was flngodm until quite recently, when it attracted 2 cert^ 
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In die second place it is implied that this exchimge value, uniibrm 
for rall identical products, is determined by the maximum amount of 
labour required for its production, or, in other words, by die amount 
(^ labour necessary for the production of the more costly portion. . 

This brix^ us to the Ricardian theory of value. We know that he 
ordered that the value ol evcrythini^ was determined by the amount 
of labour necessary for its production.^ Adam Smith had already 
dedared that value was proportional to the amount of labour employed, 
but- that this was the case only in primitive societies. “In civilized 
society, on the contrary, there is a still smaller number [of cases] in 
which it consists altogether in the wages of labour.” Labour was 
rq;arded by Smith as one of the factors determining value — ^though 
by no means the only one, land and capital being obviously the 
others. 

But Ricardo simplified matters, as abstract thinkers frequently do, 
by n^ecting the last-named factors. This leaves us only labour. 
Land is dismissed because rent contributes nothing to the creation of 
value, but is itsdf entirely dependent upon value.* Com is not dear 
because land yields rent, but land yields rent because com is dear, 
“^he clearly undastanding this principle is, 1 am persuaded, of the 
utmost importance to the science of political economy.” As for capital, 
why should we make a special factor of it, seeing that it is only lalxiur? 
Its connotation might be extended so as to include “the labour 
bestowed not on their immediate production only, but on all those 
kxqilements €»^ machines required to give effect to the particular labour 
to which tibey were applied.”* But Ricardo was not thorou^y satis- 
fied with this identification of capital and labour, and, great capitalist 
th^ he was, it must have caused him much searching of heart. 
Furthermore, it was not very easy to apply the conception to such 
commodities as timber and wine, which increase in value as they 
advance in In a letter to McCulloch he admits the weakness of 


w m/ m t of.ailetidon » a precunor of Rkardo. Ricardo himself does not seem to 
be aware of Mi existeiK:e; at least, he never quotes Mm. The only two writers men* 
lioaed by Rkardo are Mahhus and West 

s p eaking, however, of labour as beii^ the foundation of all vMue, and the 
ndarive quantity of labour as ahnost endustvely determining die relative vahte of 
eeimiioditiei^ I must not be supposed to be inattentive to the difiereat qualities of 
Uboisr.’’ {Pmeipks, ed. Conner, p. 15.) 

tftmtic had already pointed out the olje^on to this view. Qf. p. 81, note a. 

^^^B'finedieapital be not of a duraMe nature it will require a great quantity of 
hihomranmn^ to he^ it m its m^stial ^te of efficiency, but die hdxmr so besto«^ 
may be considered as really expended on the commodity manufiu:tuted, whidi must 
bear^a vdue In proportion to such labour/! (Pme^ss, ed. Conner, p ga.) 
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his theory. After all the study that he had given to the matter, he 
had to confess that the relative value of commodities aiqseared to be 
determmed by two causes: (i) the relative quantity <rf labour neces- 
sary for its production; (2) the relative length of time required to 
bring the commodity to market. He srans to have had a presentiment 
of the operation of a new and distinct ^ctor, to which Bdhm-Bawerk 
was to ascribe such importance. 

The usual method of stating the Ricardian theory of value is to say 
that value is determined by cost of production. It is also the cc»Tcct 
way, inasmuch as he stated it thus himself. It is, however, quite a 
different thing to say on the one hand that value is determined by 
labour and on the other that it depends upon the sum of wages and 
profits (supposing we omit rent).^ On this point, as on several others, 
obscurity of thought alone saves Ricardo from the reproach of sdf- 
contradiction. 

Suppose we proceed a step farther. The statement that value is 
determined by labour is not enough to account for die phenomenon 
ci rent. Let us imagine a market where three sacks of com are avail- 
able for sale. Let us further suppose tfiat the production of eadb in- 
volved a different quantity of labour, one being produced on land that 
was very fertile, the other on soil that was less generous, etc. Every 
sack will sell at the same price, but the question is, which of those 
different quantities of labour is the one that determines the price? 
Ricardo replies that it is the maximum quantity, and the value of 
the com is determined by the value of that sack which is produced 
under the greatest disadvantages. But why should it not be deter- 
mined by the value of the sack grown imder the most favourable 
circumstances, or by the value of that other sack raised under condi- 
tions of average diflSculty? 

That is impossible. Let us imagine that the three sadcs of com 
came from three different kinds of land, A, B, and G, where the 
necessary quantities of labour were respectively 10, 15, and 20. It is 
inconceivable that the price should fall below 20, the cost of produc- 
tion of com grown on C, for if it did C would no longer be cultivated; 
but the produce of G is rx hypofhesi indispensable. The market price 
cannot rise above 20, for in that case lands of the fourth class would 
be brought under cultivation, and their yidd would be added to the 
quantity already on the market. The siqiposition is tl^ the quantity 
ot com on the market is already sufficient to meet the demand, and 

^ In a note on ic^on vi, dmpter t, he adds: ‘*Maltinis appeals to tfaank fbM it Is 
a part of my doctrine that the cost a^ vdtie of a tiling diould be the same^ is, 
he means by cost ,cost of produetkm including profits.*’ ed. Gonn^^p^ 30^ ; 
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Hxt increa^ in supply would soon cause the price to fall again to the 
irreducible minimum of 20* 

We cannot but admire the ingenuity of a demonstration that sedcs 
to esqdain a phenomenon like rent — ^which is a revenue obtained 
in^pendoQitly of all labour — by the aid of a generalization which 
regards labour as the one source of value. But the explanation is 
ingenious rather than convincing, for it is quite clear that only in die 
case of one of the sacks do value and amount of labour actually co- 
indde. In the two other instances the quantity of labour and exchsmge 
value are d>solutely and indefinitely divergent. 

Most ccmtcmpOTary economists, while denying that value is solely 
the product of labour and preferring to regard it as a reflection of 
human preferences, would \rillingly recognize the element of truth 
contained in the Ricardian view. But it must be understood in the 
sense that competition, although tending to reduce price to the level 
ci cost of production, cannot reduce it below the maximum cost of 
production, or the price necessary to* repay the expenses of producing 
the most costly portion of the total amount demanded by the market.^ 
In this sense it is true not only of agricultural but also of all other 
products, and it has a wider scope than was at first ascribed to it by 
its authors. Rent is nowadays recognized as an element which enters 
into ail i]KX>mes. But with an extension of sway has gone attenuation, 
and the term has lost something of its original significance and 
predrion. To-day rent is treated as the outcome of certain favourable 
conjuncUires, which are to be found in all stations in life, and it is no 
uncommon thing to speak of consumer's rent, even. 

The Ricardian theory, moreover, presupposed the existence of a 
dass of land which yielded no rmt, tiie returns which it gave being 
only just sufiSident to cover cost of production. In otiier wmrds, 
Ricardo only recognized the existence of differential rents, and 
dismissed the othor cases mentioned by Malthus. 

It really seems as if Malthus were in this instance more correct 
than Ricardo. It is quite possible that in the colonies, 6 >r example, 
thoe may be lands which yidd no rent became of the supmibundance 
of fertile land. Or the san^ thing may occur in an old country because 
of tile extreme poverty of the laznl. But it is quite evidoit that in a 
mkiety having a cotain doisity cf populaticm the mere &ct that there 
ex^ oxfly a limited amoimt of land is enough to give to all lands and 
to. ti^ products a scardty value indqiendent of unequal returns. 

^ StSI we must note Oiat Rksido and Karl Mstx, like every tme who has tried to 
hsie a theory dvaliieii^>(mUb^ tadtly assume the operaticmd the bw of deinand 
mi supf^ la order that their dieories may fit in wkh dte facts. 
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Nor would the case be materially different if all lands were siqq^osed 
to be of equal fertility, for who woxild be wi^ing to cultivato land 
which only yielded the bare equivalent of the expenses of prqduo 
tion? 

Ricardo’s unwillingness to recc^nize this other class , of rent, which 
depends solely upon the limited quantity of land, was due to die feet 
that it would have contradicted his other theory that there is no value 
accept labour. It is true that he made an exception of some rare 
^products,’ such as valuable paintings, i^tuary, books, medals, first- 
class wines, etc., the quantity of which could not be increased by 
labour. Nobody would have taken any notice of such a slight omission 
as that, but had he left out such an important item of wealth as the 
earth itself there would be great danger of the whole theory crumbling 
to dust.1 

Such is the theory of rent, celebrated above all economic doctrines, 
and concerning which it might be said that no doctrine, not even 
that of Malthus, has ever excited such impassioned criticism. For this 
there are several reasons. 

In the first place, it led to an overthrow of the majesty of the ‘natural 
order’ by simply depicting some of its gloomier aspects. Men had 
been led to believe that the ‘order’ was for ever beyond challex^e. 
Now, however, it seemed that if the new dextrine was true then the 
interests of the landed proprietors were opposed not only to those of 
every other class in the community — for sharing always begets an- 
tagonism — ^but also to the general interest of society as a whole. 

For what are the real interests of proprietors? First, that popula- 
tion and its demands should increase as rapidly as possible in order 
that men may be forced to cultivate new lands, and that these new 
lands should be as sterile as possible, requiring much toil and thus 
causing an increase in rents. Exhaustive labour bestowed upon the 
cultivation of land that is gradually becoming poorer and poorer 
would soon make the fortune of every landlord. 

As a class, proprietors have every interest in retarding the progress 
of agricultural science, a paradox which the lightest reflection will 
show to be true. Every advance in agricultural sdenoe must mean 
more products &om the same amount of land and a chedc iqxm the 
law of diminiriiing returns, resulting in lower pices and reduced rents, 
since it would no lox^^er be necessary to cultivate the poorer soils. In 

I But how wat it that he never reahzed that land at least in any ^ven comlry^ and 
hideed kr diat rnatt^ over the whole world, is stmply a kind of wi^th wMrii 

labour could increase the quantity**? 
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a wordy since rent is measared by reference to the obstacles whidi 
diwart cultivation, just as the level of water in a pond is determined 
by the of the slui<^, everything that tends to lower this obstacle 

must reduce the rent. In mitigation of this charge it must, however, 
be noted diat, taken inchvidiudly, every proprietor is of necessity 
intor^ted in s^cultural improvement, because he may have an op- 
portunity of benefiting by larger crops before the improvraicnts have 
bocome general enough to lower prices and to push back the margin 
of cultivation. If every proprietor argued in this way, individual 
interest would finally cheat itself, to the advantage of the general 
public. But this is nothing to be very proud of. 

Ricardo^set out to demonstrate the antagonism,^ and with what a 
vigorous pen does he not picture it! The study of this question of rent 
made of him a Free Trader staimcher than Adam Smith, more firmly 
convinced than the Physiocrats. Free Trade was for them founded 
upon the conception of a general harmony of interests, while Ricardo 
built his fiuth upon one clearly demonstrated fact — ^the high price of 
com and its concomitant, high rents. Free Trade seemed to be the 
means of checking this disastrous movement. The free importation of 
com implied the cultivation of distant lands as rich as or even richer 
than any in Britain. All this meant avoiding the cultivation of inferior 
lands and reducing the high price of com. 

He was also desirous of proving to the proprietors that the practice 
of fiiee exchange, even though it might involve some loss of revenue to 
diem, was really to their interest. Their opposition, he thought, was 
vary shoit-sightoi. “They fail to see,” he writes, 

that commerce everywhere tends to increase production, and that 

as a result of this increased production general well-being is also 

^ **The dealings between the landlord and the public are not like dealings in trade, 
whereby bodi the seller and the buyer may equally be said to gain, but the loss is 
Md»^y on one side and the gain wholly on the other.’* {Principles, ed. Conner, 
p. 322.) And so when a proprietor sells emm to a consumer it is not of the nature of 
an ordhiary bargain where both parties gain something. The consumer gets nothing 
in return for what he gives — i.r., for what he gives over and above what it has cost 
to ^oduce the com. To get nothing in return for somedung given is the kind of 
trioisaction that gmexaliy goes by the name of diefi. 

Ricardo soon finds a reply to the coixifi>rtable doctrine of Smith, that the interests 
of the landlords are nowhere q:>po 8 ed to those cf the rest of the community. ^The 
sE^erest of the landlord b always pi^>08ed to diat of the consumer and manuiacturer. 
Ckpm can be permanendy at an advanced price only because additional labour b 
necessary to produce it, because its cost d production b increased. It b therdfore 
Ibr the mt&kst of the laiidlord diat the coit attending the production of com should 
he increasech Thb, however, b not the interest d the comumer. . . Neither b it 
the kitertgt d the mainufacturer that com should be at a high pri<x, for the hl^ 
IMflee ofccsm will occaikm hb^ wages, Intt will not rUbe the price (d'hb commodity.” 
p. 300^) 
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improved, although thc^re may be partial loss as the result of it. X0 be 

consistent with themselves they ought to try to arrest all improvement 

in agriculture and manufacture and all invention of mac Wery.^ 

The theory of rent, in the second place, endangered the reputation 
of landowners by showing that their income is not the product of 
labour, and is consequently anti-social. No wonder that it has been 
so severely criticized by conservative economists. Ricardo himself, 
however, seemed quite unconscious of the nature of the blow thus 
aimed at the institution of private property. His indifference, which 
appears to us so surprising, is partly explained by the fact that the 
theory absolved the proprietor from all responsibility in the matter. 
Unlike profits and wages, rent does not figure in cost of production 
because it makes no contribution to the price of com, but is itself 
wholly determined by that price.* The landed proprietor thus appears 
as the most innocent of the co-partners, playing a purely passive role. 
He does not produce rent, but simply accepts it. 

That may be; but the fact that the proprietor plays no part in the 
production of rent, whilst exonerating him from complicity in its 
invidious consequences, spells ruin to his title of proprietor — ^that is, 
if we consider labour to be the only title to proprietorship. It was just 
this aspect of the question that drew the attention of Ricardo^s con- 
temporary James Mill. Mill advocated the confiscation of rent or its 
socialization by means of taxation.* He thus became a pioneer in the 

^ **Wealth increases most rapidly in those countries where the disposable land is 
most fertile, where importation is least restricted, and where, through agricultural 
improvements, productions can be multiplied without any increase in the propor- 
tional quantity of labour, and where consequendy the progress of rent is slow.’* 
(Principles, ed. Conner, p. 54.) The.contrast between fertile lands, hree^ exchange, and 
the development of agricultural science on the one hand, and the growth of rent on 
the other, is very strikingly brought out in dus paragraph. 

* **Rent does not and cannot enter in the least degree as a component part of its 
price.” (Ibid., p. 55.) And be adds: “The clearly understanding of this principle is, 
1 am persuaded, of ^e utmost importance to the science of political economy.*^ It 
is true that Smith, writing long before this dme, had declared diat the *'high rate 
of rent is the effect of price,” but he does not seem to have attached any great im- 
portance to the remark. 

* Ricardo wisely admits the possibility of confiscating this rent by means of taxa- 
tion, the reason for this being diat “a tax on rent would affect rent only; it would 
fall whoUy on landlords and could not be shifted to any class of consumers.’* (Ibid., 
p. 154.) And the argument which he advances in proof of this, namely, that the 
tax could not be shift^ seems to indicate that this particular kind of revenue is not 
quite as intan^ble as diat oi some other classes in society* his advocacy is 
somewhat restrained, for, as he points out, it would be us^ust to put all the buiden 
of taxation upoi| the ahouldezB of one class of the community. Rent is often the 
pr<^>erty of people who, after years of toil, have invested their eammgs in land. The 
originid injustice, If any, would thus be got rid of in the, |aroces$ selling the land. 

ml^t be a sufficient reasem for indemnifying foe expropriated, but it is not enough 
to condemn esqurc^ariation altogether. 



THE PESSIMISTS 


xEovemetit for land nadonalizatioii, a caiise dmt has since been 
championed by such writers as Colins^ Gfossen, Henry George, and 
Walras. 

Finally, the theory of rent seems to give ccdour to certain theories 
whidi predict an extremely dark future for the race, corroborating the 
^oomy forebodings of Malthus. As society grows and advances it will 
be forred to employ lands that are less fertile and means of production 
diat are more onerous. It seen^ as if the curse uttered in Genesis has 
been scientifically verified. ^‘Thorns also and thistles shall it bring 
forth to thee; ... in the sweat of thy face shalt thou eat bread.” 

True, he did not carry his pessimism so far as to say that as the 
result of diis fatal exhaustion of this most precious instrument of pro- 
duction the progress of mankind would for ever be arrested by the 
ravages of fiunine. Other beneficent forces, the progress of agricultural 
science and a larger employment of capital, would surmoimt the 
difficulty. 

Although the lands that are actually being cultivated may be 
inferior to those which were in cultivation some years ago, and 
consequently production is becoming more difficult, can anyone 
doubt that the quantity of products does not greatly exceed that 
formerly produced? 

Ricardo’s theory does not involve a denial of progress. But it shows 
how the struggle is becomu^ more and more difficult, and how scarcity 
and want, if not actual famine, must lie in the path along which we 
are advancing. Suppose Great Britain were now to attempt to feed 
her 45 million kihabitants fix>m her own soil, would there be much 
doubt as to the correctness of Ricardo’s prophecy? 

; It is an easy matter to reproach Ricardo^ with hb failure to foresee 
die remarimble development in the methods of transport and cheap 
importatiem whidi resulted in the arrest, if not the reversal, of the 
iqmard movement of the rent curve. The complaints of landlords 
both in Engkmd and Europe seem to belie the Ricardian theory.* 

^ **M2dthiif and Ricardo have both proved false prophets and mistaken aposdes. 
Ihe mndi-vaunted Ricardian law is a pure myth.” (Article by M* de Fo^e on 
VmuOim d$ la Fhkw ^ Sd m Angldem au XIX* in V SemmusU 
K^uxh 21, 1908. 

* Mr Robert Thompson, in a paper read before the Royal Stadstical Society on 
ilecttahcr 17, 1907, has diown how the average rent per acre, valued at ur. 2d. in 
readied the figure d 20r. in 1841-45, and despite the abolition of protection 
oondsnied to rise up to 1872-^7, when it readied a mmdmum di 29^. 4d. It then 
oondniied lo M until it readied the promt amount oi aor. This figure is double 
t^ial it vm in Ricardo’s time, but considerable deductioiis are necessary In view 
of the it a ff o v emcnti made in the diaracter of foe soil. Thompson, alter 
foese deducdbns, puts foe amount at 155. 5^., towing just 41. yd. for rent pure and ^ 
simple. The tu« for rent at foe beginning of foe century covemd mmefoii^ besides 
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But who can tdil whether the peril is finally removed or not? The 
inevitable day will arrive when new countries will consume the wm 
which to-day they expmt. Ihis may not come about in the history of 
England and Europe for some coituries yet, but when it does happen^ 
rent, instead of being stationary and retrogressive, as it has beta so 
long, will again resume its upward trend. 

It is true that we may reckon upon the aid of agricultural sdence 
even if foreign importation should fail us. Ricardo was ever mindful 

the great possibilities of human industry. Other economists, notably 
Carey and Fontenay, one of Bastiat’s disciples, have propounded a 
theory which is the exact antithesis of the Ricardian, namely, that 
human industry in its utilization of natural forces always begins ynth 
the feeblest as being more easily tamed, the more powerful and recalci- 
trant forces only coming in for attention later on. The earth is no 
exception to the rule, and agricultural industry might well beccmie not 
less but more productive. 

This thesis, which implies a negation of the law of diminishing 
returns, is based upon a very debatable analogy. 

When speaking of the future of industry it is well to remember that 
forces used for the first time in the Second World War, such as the 
energies liberated by chemical and intermolecular action, may hold 
infinite resources in reserve for mankind. But agriculture is different. 
Admitting that with nitrogen got firom the atmosphere, or with 
phosphorus extracted from the subsoil, we may enrich the land in- 
definitely, still we are continually confironted with the limitations of 
time and space, which must determine the develc^ment of living things, 
and of agricultural products among them. When albumen can be 
scientifically produced then will the Ricardian theory become obsolete. 
Until then it holds the field. 

2. OF WAOES AND PROFITS 

Let tis now approach these two laws of Malthus and Ricardo — the 
law of population and the law of rent — ^and ask what effect they are 
likdy to have upon the condition of the worker and the amount of 

economic rent. ConsideraHe deductions are again necessary, bt^ the amount of 
capital employed in agriculture was much less dim. 

One semis justified in saying that in England and even in France and other Pro- 
tective countries the land has lost both in revenue and value during the last quarter 
of the luneteenth century almost all that it had gained fiom the dme Ricardo up 
dllthm. BuUs die recoil sdUcient tojustifyFoville*s description of Ricardo’s vaunted 
law as a pure myth? Wediinknot. Ithas thee3tperienceoCseventy>fiveyearsbdiind 
it and of twenty4ive years against it, that is all. Anyone who would predict afisrther 
fall in rent would probably he running die risk of becoming a false prophet. 
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his wag^. The answer is not very reassuring. On the one hand there 
is an ind^inite increase in the numbers of the proletariat — ^the result 
ui^edied procreadon, for ‘the moral restraint’ can hardly be 
said to have influence at all. The inevitable result is the d^adadon 
of human labour. On the other hand, the law of diminishing returns 
causes a continuous rise in the^ price of necessaries. Between low 
wages on the one hand and high prices on the other, the worker feels 
hhiMelf crushed as between the hammer and the anvil. 

Tuigot had long since given utterance to the tra^c thought that 
the wages of the worker arc only just sufficient to keep him alive. EKs 
contemporary Necker gave expression to the view in terms still more 
melanchdiy. “Were it possible,” writes Necker, “to discover a kind 
oi food less agreeable than bread but having double its sustenance, 
people would dien be reduced to eating only once in two days.” These 
must be looked upon as mere isolated statements, sufficiendy well 
attested by contemporary facts, perhaps, but laying no claim to be 
considered general, permanent, and inevitable laws such as Ricardo 
and Malthus would have regarded them. 

And Ricardo still more emphatically declares that “ the natural price 
of labour is that price which is necessary to enable the labourers one with 
another to subsist and to perpetuate their race without either increase or 
diminution.” Note the last words, “without increase or diminution”; 
that is, if a working man has more children than are necessary for re- 
placing their parents, then their wages will fall below the normal rate 
until increased mortality shall have again established equilibrium. 

This is not tantamount to saying that nomin^ wages measured in 
terms of money cannot increase. Indeed, it is absolutely necessary 
that they should increase, seeing that the price of commodities is con- 
tinually rising. If they were to remain the same the workman would 
soon be r^uced to starvation. Wages accordingly will show a tendency 
to rise in sympathy with the rising price of com, so that the workman 
will always be able to procure just the same quantity of breads no 
more and no less. It is his real wages measured in com that remain 
stationary, and upon this depends the well-being of the working class. 

But do they really ronain stationary? Ricardo docs not seem to 
thmk so. ** In the natural advance of society the wages of labour wiU 
have a tendency to fall, ^ far as they are regulated by supply and 
demand; for die supply of labourers will continue to increase at the 
same rat^ whilst the demand fm them will increase at a slower rate.”^ 

It is evmi poimble that an increase in nominal wages may hide a 

^ ‘*The o^ad it i oa of the labourer generally decline, and that of the landlord 
idU alwayi he improved.” (Mwiplti, ed» GkHmcr, p. 79.) 
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decrease in real wages. In that case, of coirae, wages will aj^pear to 
rise, but “the fete erf the labourer will be less happy; he will receive 
more money wages it is true, but his com ws^es will be rrfuccd.^^ 
Only when the working classes are sufficiently thoughtful to limit the 
number of their children will it be possible to hope for a preservation 
of the status quo. 

It is a tmth which admits not a doubt, that the comforts and well- 
being of the poor cannot be permanently secured without some 
regg^ on their part or some effort on the part of the legislature to 
regulate the increase of their numbers, and to render less frequent 
among them early and improvident marriages. 

In other words, tha:*e will always be a demand for a certain numbar 
of individuals in order to supply the needs of industry. So long as this 
indispensable minimum is not exceeded the wages even of die very 
lowest order must be sufficient to maintain existence, for they must all 
be kept alive at any rate. But should the working population «ceed 
this demand nothing can prevent wages from falling even below the 
minimum necessary for existence, for there will no longer be any 
necessity for keeping them all alive. 

It must be remarked here that on this question, as on that of rent, 
Malthus is less pessimistic than Ricardo. Far from maintainix^ that 
every rise in wages of necessity involves an excess of population and 
a consequent lowering of wages, Malthus bdieved that a capacity for 
forethought, which constitutes the most efficacious check upon the 
operation of blind instinct, may be engendered even among the work- 
ing classes, and that a high standard of life once secured may become 
permanent. All this may be very true, but the reasoning involves us 
in a vicious circle. In order that a high rate of wages may produce its 
beneficial effects it niust first of all be established, but how can it 
possibly be established as long as the working classes remain steeped 
in the misery caused by not exercising this forethought? 

An exit from the circle is only possible by recallii^ the feet that die 
market wage incessantly oscillates about the natural wage according 
to the exigencies of demand and supply. If this accidental rise could 
be prolonged a little it might become permanent apd modify the 
workman’s standard of life.* 

Such is the law of wages, which has long rin<^ passed into an axiom, 
and whose authority is invoked in every discussion on social reform. 

^ **It geoerally happens, indeed, that when a stimulus has been given to popul^ 
tion an efi^t is produced beyond what the case reqtnres. . . . The increased wages 
are not always Inm^diately expended on food, but are first made to cxmtribi;^ to %e 
other enjoyments of the labours*. His impioved cmriition, howeyer, induces 
enables him to marry.” ed. Gotmer, p. 95.) 
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To overy socialistic scheme, to every proposal for social reform, there 
is always one an^ver: ‘‘There is no means c£ improving the lot of the 
worl^ excqpt by limiting the number of his childroi* His destiny is 
in his own hands/’^ Latter-day socialism, a>mmencing with Lassalle, 
makes a careful study of the law, and returns to the charge agaixMt 
the existing economic order by affirming that in no respect is it a 
natural law, but merely a result of the capitalist regime, upon which 
it sii^pHes an eloquent commentary. 

We must not fail to note that in the Ricardian theory there is not 
what we can exactly call antagonism between the landed proprietor 
and the proletarian. To the latter it is a matter of indifference whether 
rents be high or low, for his money wages move in sympathy with the 
price of com, but his real wages never change. The proprietor on his 
side is equally indifferent to rising or falling w£^es, for they never 
affect his receipts. His rent, as a matter of fact, is determined by the 
quantity of labour employed on the least fertile lands, but this quantity 
of labour has nothing to do with the rate of wages. The landlords 
are the grandees of a different order.® 

The real struggle lies between capitalist and worker. Once the 
value of com has been determined by the cost of producing it on the 
least-fEivoured land, the proprietor seizes whatever is over and above 
this, saying to both worker and capitalist, “You can divide the rest 
between you.” This clearly is Ricardo’s view.® “ Whatever raises the 

^ Every suggestion which does not tend to the reduction in niunber c£ the work- 
ing pec^le is useless, to say the least of it. All legislative interference must be perni- 
cious.^ (Quoted by Graham WaUas, Life of Fronds Place', Place was the author of a 
book on population which appeased in 1822.) 

® This is a hindamental distinction upon which Ricardo is always insisting. The 
greater or smaller quantity of labour employed in the production com bears no 
necessary relation to the worker’s wages. The one is merely a question of production, 
the other of distribution. The one is the task, the other the reward. But some might 
ask if the Ricardian theory of value does not state that the valtie of the product is 
determined by the quantity of labour necessary for its production, that this value will 
be subsequently divided l^tween capitalist and worker, and that the greata: th» 
quantity die greater will be the share of each. Labour’s share may increase, but not 
the labourer’s, for we must not forget that when the price of com goes up hrom los, 
to aor. it is because the cultivation of poorer lands requires twice the number of 
labourers demanded by the better kind of land. Besides, it would be a strange thing 
to pay a man more as the work becomes less remunerative. All that one could hope 
fm* itlquld be that the workers under the new conditions might be able to retain dieir 
<dd standard of life — ^that is, mi^t be able to purchase the same quandty of bread 
the rise in price. 

t dien, I have endeavoured to show that a rise of wages would invariably 

lower piodti.^’ 

in every case . . . proBts are lowered . . . by a rise erf wages.” 

On the inexactness <rf the term ”hi{d^ mie of profits” as a synonym for a pr<^KX- 
dosssMy huger shiue oi the produce see noto, p. 177. 
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wages of labour lowers the pitots of stock.” Wages can only rise at 
the expense of jn^ofits, and vice versa — a terrible prophecy that has bcm 
abundantly illustrated by the fortunes of^the labour movemoit, fait 
never more clearly than at the present mcmient* 

But the mere statmient of the fotal antagonism between capitalh^ 
and workman must have caused both grief and surprise to those 
economists who had endeavoured to demonstrate the solidarity of 
interests between them as between brothers. Bastiat was one of these, 
and he tried to show that in the course of economic evolution the share 
of each factor tends to grow, but that labour’s shows the greatest 
increase. 

There can be no objection to Ricardo’s method of stating the law* 
The whole thing is so evident that it is almost a truism. A cake is 
being shared between two persons. If one gets more than his due 
share is it not evident that the other must get less? It may be pointed 
out, on the other hand, that the amount available for distribution is 
continually on the increase, so that the share which each participant 
gets may really be growing bigger. But that is hardly the problem to 
be solved.^ Increase the cake tenfold, even a himdredfold, but if one 
person gets more than half of it the other must have less. Ricardo’s 
implication is just that. His law deals with proportions and not with 
quantities. 

Admitting that the proportion which one of the two factors receives 
can be increased only if the other is lessened, the problem is to dis* 
cover which of the two, capital or labour, has the bigger portion. It 
really seems as if it were labour, for Ricardo speaks of another law 
profits, namely, “the tendency of profits to a minimum.” Here is 
another thesis which has had a long career in the history of economics, 
but what are the reasons that can be adduced in support of it? The 
natural tendency of profits, then, is to fall; “for in the progress dF 
society and wealth the additional quantity of food required is obtained 
by the sacrifice of more labour.” It is determined by the same cause 
as determined rent — ^the system is a solid piece of work at any 
rate. 

But how does the cultivation of inferior land affect die rate of profits? 
We have already seen how the worker’s share, the minimum necessary 
for keeping body and soul together, goes to swdl the high price of 

^ Rkardo does not deny this. Indeed, he lays stress upon the fact that he is aiguing 
on the assumption that tfa value produced remains the same. ** I have therefore made 
no aUowance tbr the increasing price of the other necessaries, besides food of the 
labourer; an increase vdiich would be the ccmsequatioe of the increased n^ue of the 
raw mat^ids foom whkh they are made, and wl^ would of course furter incre^ 
wages and lower profits.” 



THE PESSIMISTS 


176 

coni.^ But the mamifacturer cannot transfer the cost of Wgh wages 
to the consumer^ for the rate of wages has no effect on prices. (Labour 
has, but ws^es have none.) As a a>nsequen€e, the capitalist’s share 
must be correspondin^y reduced. We must remember that the work- 
man gains iK>thing by the high rate wages, for his consumption of 
fixxi is limited by nature, but this does not hinder the capitalist from 
losing a great deal by it. 

And so there must come a time when the necessary wage will have 
absorbed everything and nothing will remain for profit. Tbere will 
be a new era in history, for every incentive to accumulate capital will 
disappear with the extinction of profit. Capital will cease growing, 
no new lands will be cultivated, and population will be brought to a 
sudden standstill.^ The stationary state with its melancholy vistas will 
be entered upon. Mill has described it in such eloquent terms that 
we are almost reconciled to the prospect.. But it could hardly have 
been a pleasant matter for Ricardo, who was primarily a financier 
and had but little concern with philosophy. He was very much 
attached to his prophecies, and there is a delicate piece of irony in 
the thought that the tendency of profits towards a minimum should 
have been first noted by this great representative of capitalism. At 
the same time he felt a little reassured when he thought of the opposing 
forces which might check its downward trend and arrest the progress 
teat. In both instances the best corrective seemed to lie in the 
fi:eedom of foreign trade. 

The general lines of distribution are presented to us in a strikingly 
$im|de fashion. The demonstration is neater -even than the famous 
TabUm iconomque^ and it has the further merit of being nearer the 
actual facts as they appeared in Ricardo’s day, for they are no longer 
quite the same. It may be represoited by means of a diagram consist- 
ing oi three lines. 

At the top is an ascending line representing rent — ^the share of 
Mother Ear^. The proprietor’s rent reveals a double increase both 
of money and kind, for as population and its needs grow it requires 
an increasing quantity of com at an increased price. Still, the high 
jHice cannot be indefinitely prolonged, for beyond a certain point a 

^ Ito tim (mly sneans a rise in the nominal or money wage. It does not mean that 
vfotket gets more com; he only gets the same amount as before, because die price 
of com has gone up and it makes no diffemioe whether the man is paid in money or 
in 

^^*For as soon as wages shmild be equal to the whole receipts of the farmer, there 
muit be an of accumulation; for no capital can thoi yield any profit whatever^ 
and no a^itiaftgl labour can be demanded, and consequently pc^ulatkm wili have 
reached its hii^iim pcnnC* ed. Ckmner, p. 67.) 
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high price of com would arrest the growth of population and at the 
same time the growth of rent; then it would no longer be necessary Ip 
cultivate new lands. 

In the middle is a horizontal line representing wages — ^labourij 
share. The real wages of labour remain stationary, for it simply 
receives the quantity of com necessary to keep it alive; It is tme that 
as the com is gradually becoming dearer the worker’s nominal wages 
increase, but with no real benefit to him. 

Below this is a descending line representing profits — capital’s share.^ 
It shows a downward trend for the simple reason that it finds itself 
squeezed between the proprietor’s share, which tends to increase, and 
the labourer’s, which is stationary. The capitalist is brought to our 
notice in the guise of an English farmer who is obliged to raise his 
servants’ wages as the com becomes dearer, but who gains nothing by 
this rise because the extra revenue is taken by the proprietor in the 
form of higher rent. But profits cannot fall indefinitely, for beyond a 
certain point it would involve an end to the employment of old capital 
and the formation of new capital. This would hinder the cultivation of 
new lands, and would arrest the high price of com and lower rent. 

3. THE BALANCE OF TRADE THEORY AND THE QjCJANTTrY THEORY OF MONEY 

Such are the more characteristic of Ricardo’s doctrines — at any 
rate, those that left the deepest impression upon his successors and 
caused the greatest stir among his contemporaries. There are othar 
doctrines besides which, regarded as contributions to the science, are 
much more important and more definite; but just because they figured 
almost directly in the category of universally accepted tmths whose 
validity and authorship have never been questioned they have con* 
tributed less to his fame. Such are his theories of international trade 
and banking, where the theorist becomes linked to a first-rate practical 
genius. Here at any rate there is no note of pessimism and no sugges- 
tion of conflicting interests. On the contrary, he was able to point out 
that “under a system of perfeedy firee commerce the pursuit of 

^ When speaking of a reduction of capital’s share Ricardo frequendy orq^loys the 
phrase “a lowering of the rate of profits,** or “a &11 in the rate profits.*^ A fall in 
the rate is not necessarily synonymous with a reduedon of capital's share, however. 
The rate of profit simply implies a certain pre^Kution between revenue and capital 
— 5 per cent, ibr examj^; thm is no sugges^mt^comparison between the quanddes 
drawn by capitalist and workers respeedvely. Doubdess we must admit diat when 
the rate of profit is diminished, ceteris paribus, the part drawn by capital relMively to 
labour*8 share aho dimhmhes, but it is clear dmt if the quandty of capital employed 
in any industry ware to be th^lded, or the product hah^, ci^pital, even at die rate 
ci 3 mstead of 5per cent, would be drawing a more cemsiderf^ share and leavji^ 
labour with less. Basdat, as we shall have to note, made same mistake. . ■ > 
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individual advantage is admirably connected with the univorsal good 
of the whofe*” 

In the matter of international trade he showed himsdf a more 
resolute Free Trader than either Smith or the Physiocrats. It seemed 
to him that the only way of arresting the terrible progress of rent and 
of diecking the rising price of com and the downward tendency of 
profits was by the fiieest importation of foreign com*^ 

In addition to this twofold aigument in favour of Free Trade, 
Ritardo brings forward another which is of considerable impmtance 
even at the present time. This argument is based upon the advantages 
which accrue fix>m the territorial division of labour. “By stimulating 
industry, by rewarding ingenuity, and by using most efficaciously the 
peculiar powers bestowed by Nature, it distributes labour most 
effectively and most economically.” * 

It may be worth while remarking that his illustrious contemporary 
Malthus remained more or less of a Protectionist.* It might seem 
strange that Malthus, continually haunted as he was by the spectre 
of femine, should refuse to welcome importation. But his point erf 
view was doubtless largely that erf the modem agricultural Protec- 
tionist, who believes that the surest way of preserving a country firran 
famine is not to abandon its agriculture to the throes of foreign compe- 
tition, but, on the contrary, to strengthen and develop the home 
industry by securing it a sufficiently high price for its products. We 
must also remember that Malthus’s theory of rent differed some^diat 
Ricardo’s, and that he was not so violently opposed to State 
intervention.* 

But Ricardo’s principal contribution to the science was his dis- 
covery of the laws govemii^ the movements of commodities and the 
counter-movements of money fix>m one place to another, and the 
admirable demonstration which he has given us of this remarkable 
fhh and flow. 

As soon as die balance of commerce becomes unfiivourable to 

^ In a letter to Malthus, December 18, 1814, be admits with a sigh of regret that 
ev^ rf a bdt of fertile land were added to this idand of ouis furofits would still keep 
1^. jPree Trade has added the illimitable zone of fertile land which Ricardo dreamed 
0^ ynih. the result that botii profits and rmts have fallen. 

In his essay On Protecthn to Agriculture (1832) he shows how Protection, by fi>rdng 
tise oultivatimt of less fertile lands at home, raises tiie price o£ com and increases rents; 
and hii de m ^ ti d was not fi>r fiee importation, but for a reduction of tiie duty to lor. 

* See in^ the Mature and Progms if Rent^ 

* Cf this tmoqiected remark to whidi H. Denis has zecentiy drawn attentioa: 

k eri^tiy any Govemmoit to let things just take tiieir natural cxairie.*’ 
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France, let us say — ^that is, as soon as importation exceeds «qK>rta- 
tion say by £1^000^000 — ^money is exported to pay for this a&xmve 
importation. Money beccmies scarce, its value rises, and prkea & 11 * 
But a fall in price will check foreign importation and will encours^ 
exportation, so that imports will show signs of falling off while reports 
will grow. Money will no longer be sent abroad, and the current 
will begin to run the other way, until the 3(^1,000,000 sent abroad is 
returned again. Moreover, the £1,000,000 sent abroad will cause a 
movement in the opposite direction — superabundance and a deprecia- 
tion in the value of money, high prices, a premium on importation 
and a check upon exportation. Accordingly economic forces on both 
sides will conspire to bring back the balance of commerce to a position 
of equilibrium — ^that is, to that position where each country will 
possess just the quantity of money that it needs. 

It might be pointed out, on the other hand, that this somewhat 
complicated mechanism can only operate very slowly, and that con- 
siderable time must elapse before the prices of goods begin to respond 
to the change in the quantity of money. But as a matter of fact it is 
not necessary to wait imtil this phenomenon becomes established, for 
another striking feature precedes it and announces its approach so to 
speak, and this is, as Smith had already noted, a change in the value 
of bills drawn on foreign coimtries. The foreign exchanges are so 
sensitive that the slightest rise is enough to stimulate exportation and 
to check importation. 

Accordingly money seldom leaves a coimtry, or only leaves it for a 
short time. In other words, contrary to the generally accepted <^inion, 
silver and gold in international trade dp little more than oil the 
wheels of commerce. The trade is carried on as if the metals were 
non-existent. In short, it is essentially of the nature of barta:.^ 

The explanation is very schematic. Every incidental phenomenon 
is mnitted, and the whole theory implies the validity of the quantity 
theory of money, which is now open to considerable criticimi as being 
altogether inadequate for an explanation of tbe facts involve. But 
this theory of the automatic r^ulation of the balance bf trade by means 
of variations in the value of money, although already hinted at by Hume 
and Smith, is none the less a discovery of the first order, and one that 
has done service as a working hypothesis for a whole century.* 

^ ^*Giokl and silver having been chosen the gener^ medium of circulation^ they 
are by the coshpetition of commerce distributed in such propordmis among foe 
different countries of the wodd as to accommodate themselves to foe natural trafoie 
which would tdee place if no such metals emsted and the hrade between comund^ 
were purely a trade of barter.” 

^ Ricardo also points out that ”if, vfoich is a mimh stronger case, we agreed to pay 
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Its e3q>lanation turns upon a particular theory of international 
traile which we can only mention in passix^, but which we shall &id 
more fully developed in Stuart Mill^s theory of international values. 

4. PAPER MONEY, ITS ISSUE AND REOUIATION 

Tlic cnimciation of the principles which should govern the conduct 
of bankers in issuing paper money is another debt that we owe to the 
genius of Ricardo. The Bank Act of 1822, and that of 1844 especially, 
whidi laid down the future policy of the Bank of England, represent an 
attempt on the part of the Government to put his principles into practice. 

- Ricardo was an eye-witness of the great panic of February 26, 1797, 
when the reserves of the Bank of England fell from ten millions to a 
million and a half, necessitating an Order in Council suspending cash 
payments. The suspension, ^diich was supposed to be a temporary 
expedient, extended right up to 1821. The depreciation in the value 
of the bank-note averaged about 16 per cent., but at one period 
towards the end of the Napoleonic Wars it rose as high as 30 per cent. 
He also witnessed the suffering which such depreciation caused. 
Landlords demanded the payment of their rents in gold, or claimed 
an increase in the rent equal to the fall in the value of the note. 

Ricardo tried to unravel the causes of this depreciation in his 
pamphlet entitled The High Price of Bullion^ published in 1809, and 
came to the conclusion that there was only one cause, namely, an 
excessive supply of paper. At this distance of time it might not be 
thought such an extraordinary discovery after all. Still, he had the 
greatest diflSculty in getting people to admit this, and in refuting the 
absurd explanations which had previously been suggested. He showed 
how a depreciation in the value of the note necesMxily resulted in the 
exportation of gold, although most of his contemporaries, on the 
cemtrary, believed that the exportation of gold was the cause of all 
the mischief which they sought to dheck by an Act of Parliament. 

The remedy which I propose for all the evils in our currency is 
that the Bank should gradu^y decrease the amount of their notes in 
drculation irntil tihey shall have rendered the remainder of equal value 
wtib the coins which they represent, or in other words till the pric«j of 
'gold and inlver bullion shall be btought down to their Mint price.^ 

a Mihsidy to a foreign Power, money wemki not be exported whilst there were any 
goovk whch could more cheaply discharge the payment.** (Mc<lulloch*s edition, 
p. As a matter of fact, the European Powers wbo were leagued against Napoleon 

werr subsidised m this frshion, the txports esKreeding the imports by many milBom, 
The.indemmty of 5 milliards of francs paid by France to Germany aifotds another 
illustration of the same truth. 

* JUcardo’f works, McGuUoch’s edkic^ 
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But if that 13 the case why not cut the Gordian knot and suppre^ 
paper money altogether? The reply shows how well Ricardo had 
studied Smith: well-regulated papar currency is so great an im- 

provement in commerce that I should greatly regret if prejtKiice: 
should induce us to return to a system of less utility.” “The introduc- 
tion of the predous metals for the purposes of money may with truth 
be considered as one of the most important steps towards the improve- 
ment of commerce and the arts of civilized life; but it is no less true 
that with the advancement of knowledge and science we discover 
that it would be another improvement to banish them again &om the 
employment to which, during a less enlightened period, they had been 
so advantageously applied.”^ 

Proceeding, he points out that where you have only metallic money 
it might happen that the production of gold fails to keep pace with 
the growth of population, in wdiich case you have a rise in the value 
of gold accompanied by a fall in prices. This danger might be obviated 
by a careful issue of notes in accordance with the demands of society. 
In short, Ricardo is so little disposed to abandon the system of paper 
money and to return to the previous system of metallic money that, 
on the contrary, he would prefer to abolish the metallic system 
altogether, taking good care that paper money did not become 
superabimdant. 

So convinced was he of the superiority of paper money that he had 
no desire to see the Bank resume cash payment. The result of the 
resumption would be a demand on the part of the public for a con- 
version of their paper money, *‘and thus, to indulge a mere caprice, 
a most expensive medium would be substituted for one of little value.” 

But if the notes arc not convertible into cash, what is there to 
guarantee their value or to regulate their issue and prevent depreda- 
tion? This can be done merdy by keeping a reserve gold at the 
bank, not necessarily in the form of money, but in the form of ingots. 
The bank would not be allowed to issue any notes beyond the ^^ue 
of these ingots. This regulation would have the effect of keeping the 
value of the note at par, for bankers and money-dealers would imme- 
diately proceed to convert these notes into gold as soon as they showed 
any signs of depredation. This would not mean, however, that the 
public at large would again return to the use <3i metallic money, far 
these ingots would be of little use for purposes ci everyday life. 

It is a curious system. One would hardly expect the great champion 
of liberal' political economy to outline a banking syston which could 
only operate through a State bank. This was dearly his opinion, how^ 
^ Ricazxk»*s woiin, McCuUoch’s editioo, p. 404. 
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He declared himself utterly opposed to the free baiddog systenii 
and doub^ the ability of such a system to regulate the currency. 

that mise thm can be no excess whilst the bank does not pay in 
specie, because the commerce of the country can easily employ and 
alMcnrb any sum whidi the bank may send into drculation.**^ This 
shows what little confidence a Liberal individualist like Ricardo had 
in the liberty of individuals and their ability to judge of the kind of 
money that is most serviceable. 

Ricardo’s disciples are legion, and among them is every economist 
o£ standing of the earlier part of the nineteenth century. The best- 
known among these are the three writers who immediately follow 
him in chronological order: James Mill, the father of John Stuart Mill 
{Elements of Political Economy^ 1821), his fiiend McCulloch {Principles 
of Political Econorryj 1825), Nassau Senior {Political Economy^ 1836). 

The two first-named writers contented themselves with a vigorotu 
defence the master’s views without contributing anythu^ very new. 
We have already referred to the very different conclusions which 
James Mill draws from the theory of rent, and how he became an 
advocate of land nationalization. McCulloch also was one of the 
earliest advocates of the ri^t to strike. 

Senior deserves a few pages to himself, for his work in systema- 
tizing the Classical doctrines. We shall deal with him in our chapter 
on John Stuart Mill. 

^ Ricardo’s works, McCulloch’s edidon, p. 349. 



Book II: The Antagonists 

With the completion of the work of Say, Malthus, and. Ricardo it 
really seemed as if the science of political economy was at last definitely 
constituted. 

It would, of course, be extravagant to imagine that these three 
writers were unanimous on all questions. There were several points that 
still remained obscure, and more than one theory that was open to 
discussion. Despite its apparent rigidity, it would not have required 
much critical ability to detect flaws in the symmetrical doctrine so 
recently elaborated and to predict its ultimate discredit. 

Hardly, indeed, was their task completed before the new doctrine 
found itself subjected to a most formidable attack, which was simul-* 
taneously directed against it fi*om all points of the compass. The 
criticisms and objections advanced against the new science of political 
economy form the subject-matter of this second book. 

First comes Sismondi, a purely critical mind, with a haunting cata- 
logue of the sufferings and miseries resulting fix>m fire competition. 
Spirits still more daring will essay the discovery of new principles of 
social oi^anization. The Saint-Simonians will demand the suppres- 
sion of private property, the extinction oS inheritance, and the central- 
ized control of industry by the arm of an omniscient government. 
The voluntary socialists — Owen, Fourior, Louis Blanc — will claim the 
substitution of voluntary co-operation for personal interest. Proudhon 
will dream of the reconciliation of liberty and justice in a perfect system 
exchange from which money shall be excluded. Finally, the Inoad 
cosmopolitanism of the Classical writers is to find a formidable antagem- 
ist in Friedrich List, and a new Protectionism, based on the sentimait 
of nationality, is to regild the old Mercantilism which seemed so hope- 
lessly battered under the blows of Adam Smith and the Physiocrats. 

Ihese very diverse doctrines, along with much that is fanciful and 
erroneous, contain many just ideas, many original conceptions. They 
never succeed in supplanting the doctrine the foimders; bi;^ they 
demunstrated^ once for all, that the science, apparently complete, was 
in reality far fh)m perfection. To the Orthodox school they flu^ the 
taunt which Hamlet cast at Horatio: **There are more things in 
heav^ and earth than are (keamt of in your philosophy.’* In thk 
way firuitful discussions were firequently raised, and the public prov^ 
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sympathetic listcDa!^. The economists who were still faithful to die 
Classical creed began to doubt the validity of their deductions and 
were fc»xed to modify their methods and to overhaul their conclusions. 

Let us now attempt to realize the importance of the part which 
these critics played. 


CHAPTER I: SISMONDI AND THE ORIGINS OF 
THE CRITICAL SCHOOL 

Thb^ first thirty years of the ninet<^nth century witnessed profound 
transformations in the structure of the economic world. 

Economic Liberalism had everywhere become triumphant. In 
France the corporation era was definitely at an end by 1791. Some 
manufacturers, it is true, demanded its re-establishment under the 
First Emj^; but they were disappointed, and their demands were 
never re-echoed. In England the last trace of the Statute of Appren- 
tices, that shattered monument of the Parliamentary regime, was 
removed fix>m the Statute Book in 1814. Nothing remained which could 
possibly check the advent of laissez-faire. Free competition became 
umversal. The State renounced all rights of interference either with 
the oiganization of production or with the relations between masters 
and men, save always the right of prohibiting combinations in restraint 
of trade, and this restriction was upheld with a view to giving firee 
play to the law demand and supply. In France the Penal CSode of 
he Emjrire proved as tyrannous as the old regime or the Revolution; 
and although fi^eedom of combination was granted in England by an 
Act of 1825, the d^ned limits were so narrow that the privilege proved 
quite illusory. The general opinion of the English leg^lator is well 
expressed in the rq>ort of a Commission appointed by the House of 
Commons in 1810, quoted by Mr mid Mrs Webb.^ 

No interference of the legislature with the freedom of trade, or with 
the perfect liberty of every individual to dispose of his time and of 
Iris &bour in the way and on the terms which he may judge most 
^nducive to his own interest, can take place without violating 
l^enei^ principles of the first importance to the prosperity and 
luqipiness of the community. 

In both coisntrfes — ^in England as wdl as in France — a rq;iir^ of 

His^ ef Trade Vfdomsmi'p. ^ 



8JSMOHDX AND ORIGINS OF CRITICAL SCHOOL ^185 

individual contract was introduced into industry, and no legal intor* 
vcntion was allowed to limit this liberty — a, liberty, however, which 
really existed only on the side of the employers. 

Under this regime the new manufacturing industry, bom of many 
inventions, was wonderfully developed. In Great Britain Manchester, 
Birmingham, and Glasgow, in France Lille, Sedan, Rouen, Elbcuf, 
Mulhouse, became the chosen centres of large-scale production. 

Alongside of these brilliant successes we have two new phenomena 
which were bound to draw the attention.of observers and to invite the 
reflection of the thoughtful. First we have the concentration in the 
great centres of wealth of a new and miserable class — ^the workers; and, 
secondly, we have the phenomenon of over-production. 

Factory life during the earlier half of the nineteenth century has 
been the subject of countless treatises, and attention has frequently 
been drawn to the practice of employing children of all ages under 
circumstances that were almost always iinhealthy and often cruel,^ to* 
the habit of prolonging the working day indefinitely, to the inadequate 
wages paid, to the general ignorance and coarseness of the workers, as 
well as to the deformities and vices which resulted under such un- 
natural conditions. In England, medical reports. House of Commons 
inquiries, and the speeches and publications of Owen aroused the 
indignation of the public, and in 1819 an Act of Parliament was 
passed limiting the hours of work of children in cotton factories. This, 
the first rudiment of factory legislation, was to be considerably extended 
during the course of the century. J. B. Say, who in 1815 was travelling 
in England, declared that a worker with a frunily, despite effr>rts often 
of an heroic character, could not gain more than three-quarters and 
sometimes only a half of what was needed for his upkeep.* 

In France we must wait until 1840 to find in the great work of Dr 
Villerm^ a complete description of the heartrending life of the workers 
and the martyrdom of their children. Here, for example, we learn 
that **in some establishments in Normandy the thong used fi>r the 
punishment of children in the spinner’s trade appears as an instru- 
ment production.”* Even before this, in an inquiry into the state 

* In 1835 Andrew Ure (Philosophy qf Mam/actures, p. 481) reckoned that in die manu- 

fMctwce of cotton, wool, linen, and silk in England there were employed 4800 boys 
^ 5308 girls bdow x x years of age, 67,000 boys and 89,000 girls between x x and x8 
years of age, and 88,000 men and 102,000 women above x8 years; a total of 160,000 
boys and men against 196,000 girls and women. ^ 

* J. B. Say, De L*AngUtem oi dos AngUds, in VoL IV, p. 213. 

* Villerm^’s-rcport in Mhtmrss de Vocadimie des sciences morales^ Vol, II, p. 414, note. 
Villerm^^s observaddns were made in 1835 and X836, althou|^ ids celebrated wmk 
TohUmt df P£ktt phs^que et moral des ommers was not pubixflxed dll 1840. Ttk book ^ 
IS a xbproduction of his report to the Academy. 
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of the cotton industry in 1828, the Mulhouse masters esepressed their 
bdief that the growing generation was gradually becoming enervated 
under the influence of the exhaustive toil of a day of thirteen or fifteen 
hours.^ The Bulletin of the Industrial Society of Mulhouse of the same 
year states that in Alsace, among other places, the general working 
day averaged firom fifteen to sixteen hours, and sometimes extended 
even to seventeen hours.^ And all evidence goes to show that things 
WCTC equally bad, if not worse, in other industrial towns** 

CSrises supplied phenomena no less disquieting than the sufferings 
of the proletariat. In 1815 a first crisis shook the English market, 
thrown^ a number of wenrkmen on to the street and resulting in riots 
and machine-breaking. It arose firom an error of the English manu- 
fiseturers, who during the war period had been forced to accumulate 
the stocks which they could not export, so that on the return of peac^ 
their supplies far exceeded the demands of the Continent. In 1818 a 
* new commercial panic, followed by Scesh riots, again paralysed the 
&^lish market. In 1825 a third and more serioiis crisis, b^ot probably 
of the extensive credit g^en to the newly opened markets of South 
America, caused the failure of about seventy Eng^h provincial banks, 
biingiiig much ruin in its train, as well as a shock to several neighbour- 
ing countries. During the whole of the nineteenth century similar 
phenom^ia have recurred with striking r^ularity, involving ruin to 
ever-widening areas, as production on a large scale has extended its 
sway. No wonder some people were driven to inquire whether the 
economic system beneath all its superficial grandeur did not conceal 
some lurking flaw or whether these successive shocks were merely the 
ransom of industrial progress. 

Povorty and economic crises were the two new facts that attracted 
immediate attention in those countries where economic liberty had 
secured its earliest triumphs; and no longer could attention be divoted 
fixan than. Henceforth they were incessantly employed by writers of 
the most various schools as weapons against the new regime. lit many 
minds diey gradually engendered a want of confidence in the doc- 
trims of Adam Smith. With some philanthropic and Christian writers 
diey provoked sentimental indignation and aroused the vehemoit 
protest of humanity agamst an implacable industrialism which was the 
source of so much misoy and ruin. With others, especially with the 
imchd&ts, whq pushed criticism to much greater lengths, even to an 

^ Enquik sur VIndmtrie du 182^ p. 87. Evidence of Menrs Witz and Son, 
snamhMStiuen. 

* VideBeMetm de ia Saekti^ etc., 1828, pp. 326^29. 

lUst, Dmh du TnoHM dans l^hdustris dt iSso d in the Bmu 
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cxaminalion of die institution of private property itself, &ey resulted 
in a demand for the complete overthrow of society. All critics what^ 
ever rejected the idea of a spontaneous harmony between private and 
public interests as being incompatible with the circumstances which we 
have just mentioned. 

Among such writers no one has upheld the testimony of these facts 
more strongly than Sismondi.^ All his interest in political economy, 
so far as theory was concerned, was summed up in the explanation of 
crises; so far as practice, in the amelioration of the condition of the 
workers. No one has sought the explanation or striven for the remedy 
with greater sincerity. He is thus the chief of a line of economists 
whose works never ceased to exercise influence throughout the whole 
of the nineteenth century, and who, without being socialists on the 
one hand or totally blind to the vices of laissez-faire on the other, 
sought that happy mean which permits of the correction of the abuses 
of liberty while retaining the principle. The first to give sentiment a 
prominent place in his theory, his work aroused considerable en- 
thusiasm at the time, but was subjected to much criticism at a later 
period. For the reasons given above Sismondi’s views became angu- 
larly applicable to the situation after the First World War, and in our 
last chapter, dealing with crises, we shall see striking resemblances 
between his theories and some of the modem ones, such as those of 
Keynes. 


I: THE AIM AND METHOD OF POLITICAL ECONOMY 

Sismondi began his career as an ardent supporter of economic 
Liberalism. In 1803, the year that witnessed the production of Say’s 
treatise, he published an exposition of the ideas of Adam Smith in a 
book entitled La Richesse commerdde^ a volume whi^h achieved a certain 
measure of success. During the following years he devoted himself to 
work exclusively historical, literary, or political, and he only returned 
to the study of political economy in 1818. At this period,” he writes, 

I was keenly interested in the commercial crises which Europe had 

experienced during the past years, and in the cruel sufferings rf the 

factory hands, which I myself had witnessed in Italy, Switzeriand, 
* 

^ Sittnmidi was a native of Geneva. His family was origmally ItiUiaii, but took 
refuge in France in the sixteenth century, and migrated to Geneva after the Revoca* 
tion (^the Edict of Nantes. Here Sismondi was bom in 1773. He is evm better imown 
for his two great works UHisfem des R^nd^liques italwuus and VHistem des RMofms 
diaa for Ids eccmomic stuches. He was a firequent guest of Mine de Sui€l die 
Ohiteau C^^t, and amoi^ fhe other visitors whom he met diere was RobertDwmi. 
He died in 184s. v: 
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And France; and which, according to public reports, were at least 
equally bad in England, Belgium, and Germany.^ 

It was at this moment that he was asked to write an article on political 
economy for the Edinburgh Eruyclopadia, Upon a re-examination of his 
ideas in the light of these new facts he found to his surprise that his 
conclusions differed entirely from those of Adam Smith. In 1819 he 
travelled in England, “that wonderful country, which seems to have 
undergone a great experience in order to teach the r^t of the world.”* 
This seemed to confirm his first impressions. He took the article which 
he had contributed to the Encyclopedia and developed it. From this 
work sprang the treatise which appeared in i8ig under the signifi- 
cant tide of Kouveaux Principes dUconomie politique and made him cele- 
brated as an economist. His path was already clear. His want of 
agreement with the predominant school in France and England was 
further emphasized by the appearance of his studies in economics,* in 
which he illustrates and confirms the ideas already expounded in the 
Mouveaux Principes by means of a great number of descriptive and 
historical studies bearing more especially upon the condition of the 
agriculturists in England, Scotland, Ireland, and Italy. 

Sismondi’s disagreement was not upon the theoretical principles of 
political economy. So far as these were concerned he declared himself 
a disciple of Adam Smith.* He merely disagreed with the method, 
the aim, and the praictical conclusions of the Classical school. We will 
examine his arguments on each of these points. 

First of all as r^^ards method. He draws an importamt distinction 
between Smith and his followers, Ricardo and J. B. Say. “Smith,” 
says he, “attempted to study every fact in the light of its own social 
environment,^* and “his immortal work is, indeed, the outcome of a 
- philosophic study of the history of mankind.*** Towards Ricardo, who 
is accused of having introduced the abstract method into the science, 
his attitude is quite diffarent, and much as he admired Malthus, who, 
“possessed of a singularly forceful and penetrative mind, had cultivated 

^ Kouoeaux Principes, VoL II, p. xxii. Our quotations are taken fiom the second 
edition, putdiihed in 1B27. 

* Ibid,, p. iv. 

» Two volumes, Pask, 1837 ^ 

^Jicmemm Princ^, Vol. II, pp. 50-51. “Adam Smith’s doctrine is also ours,^ but 
liie pracdcid condasion wh^ we draw from the doctrine borrowed from him 
frequently appears to us to be diametrically opposed to his.’* 

p« “Adam Smith recognibrnd the £sct diat tlm science of government 
waslasg<%experunetital, that its real foimdation lay in the hhtory of various peq^des, 
and Is only by a judidous ofaservatkm of fruits that we can deduce the general 

{uhic^ks. IBs irnmootal woik in^^ the cmicome of a philosophic study of the 
hkfeory of mankind.” fjf. also Vd. I, 47, 389. 
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tile habit of a o^sscie^tioiis study of facts/^^ sdh his iqnrk {Fom 

admitting dmse abstractions which Ricardo and his disci|ies cfe^ 
inand<^ from himJ Political economy, he thou^t, was best treated 
as a ‘‘moral science where all facts are interwoven and where a &lae 
step is taken vAxcnever one single fact is isolated and attention is con^ 
centrated upon it alone.’’* The science was to be based on Gqpcrienc^ 
upon history and observation. Human condidmis were to be studied 
in detail. Allowance was to be made for the period in which a man 
lived, the country he inhabited, and the profession he followed, tf the 
individual was to be clearly visualize and the influence ci economic 
instituticms upon him successfully traced. ‘T am convinced,” says he, 
“that serious mistakes have ensued from the too fireqt^t gcMraliza* 
tions which have been made in social science.”* 

This criticism was levelled not only at Ricardo and McGuUck^, but 
it also included J. B. Say within its purview, for Say had treated 
political economy as an exposition of a few general principles. It also 
prepared the way for that conception of political economy upon the 
discovery of which the German Historical school so prided itseU' at a 
later date. Sismondi, himself an historian and a publicist interested 
in immediate reforms, could not fail to see quite clearly the effects 
that social institutions and political organization were bound to have 
upon economic prosperity. A good illustration of his method is fur- 
nished by his treatment ci the probable effects of a complete abc^tion 
of the English Gom Laws. The question, he remarks, could not be 
decided by theoretical arguments alone without taking some account 
of the various methods of cultivating the soil. A country {^ tenant 
farmers such as England would find it difficult to meet the competition 
of feudal countries such as Poland or Russia, where corn only costs 
the proprietor “a few hundred lashes judiciously bestowed the 
peasants,”* 

Sismondi’s conception of economic method is incontestably just so 
long as the economist confines himself to the discusrion of practical 
problems or attempts to gai^ the probable effects of a particular 
legislative rdbrm or is unravdiing the causes of a particular event. 

^ Nmamux VoL H, p. 268. Cf, abo 388, 389. 

* Ibid., p. 56. In several o^er passages he takes Ricardo to task (Vol. I, pp. 257, 
300, 336, 366, 423; Vol. II, pp. 184, 190, 218, 329). 

* Md, p. 56. 

^ JSlMhs sur V&Gowmk ptt&sot, p. v. Already in his first work, JjiRkkisw 

commmieAt, he had declared: ^*P<^tical economy is ba^ upon the study of man Oi . 
of men/ We mma know human natme, die duuracter and desdny of nafioiii 
difiemm places and at d^finentthne^ Wemuit<x)muh hlstoiiai 38 , quesdonta^^ 
etc. . . • Ihe phfiosophy of Idstcsry ... the study d travels, etc., are piuaM insdha;^ 

* AsifNotw Voh 1 , 1^. 237. - 2 

-o . • . ' V ; 
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BM^^shoiah}: the eco^iomist wish to future to himsel£ the general aspect 
c^the econbmic world, he eajmot a®ard to neglect the abstract mettod, 
and Ssmondi himself was forced to have recourse to it. It is true that 
he nscd it with considerable awkwardness, and his failure to construct 
<»r to discuss abstract theories perhaps explains his pteference for the 
<Mh^ method. At any rate it does partly explain the keen oppositfon 
which his book aroused among the j^artisans of what he was the first 
to call by the hajq>y title of the ‘‘Orthodox” schocd. 

But to imagine anything more confused than the reasonings by 
which he attempts to demonstrate the possibility of a general crisis of 
over-{n:oduction is difficult.^ For his point of departure he takes die 
distinction between the annual revenue and the annual production of 
a country. According to him the revenue of one year pays for the 
production of the foUowmg.* Accordingly, if the production of any 
one year exceeds the revenue cjf the previous year a portion of the 
produce will remain unsold and producers will be ruined. Sismondi 
leasox^ as if the nation were composed of agriculturists who buy the 
manufactured gcxxis they need with the revenue received firom the 
sale c^the present year's crop. Con^uently, if manufactured prcxiucts 
are superabundant the agricultural revenue will not be enough to pay 
a sufficient price. 

.But within the aiigument there lurks a twofold confusion. At bot- 
tom a natfon's aimual revenue k its annual produce, and the one 
cannot be less than the other. Moreover, it is not the prcxiuce of two 
diffisrent years that is exchanged, but the various prcxiucts df the same 
year, or radier (for this subdivision of the movements of tlm economic 

^Sismondi’s awkwazdness in the man^ulation of abstract reasoning is clearly 
via£blemai»)stofotherpa8sages, especially in the vagueness of his definitions* Labour 
in one place is defined as the source of all revenues {Notaeaux Prwe^, Vol. t, p. 85); 
ebewhere, as the woricers* revenue as contrasted with interest and rent (Vol. I, p^. 

101, 1 10, 1 13, 1 14; Vol. II, p. 357, etc.). He never distinguishes between nadonal and 
private capital, and wages are sometiines treated as capital, sennetimes as revenue (p. 
379}. He consUmtly uses such va^ terms as rich’’ and “poor” to designate capitaH^ 
worker (Vol. II, copter 5). In his ccplanafion of how the rate of interest is fixed 
he -says tluU the strength of t^ lenders capital just balances the Urength of Uie 
borrowers, and, as m ^ other markets, Uiey hit upon a proportional mean (Vol. II, 
p. 36). In a similar fis^uon he is constantly confiising revenue in kind with money 
revenue. 

^“Last you’s reveime pays for the i^oduction of this.” (/Hd., VoL I, p« lao.) 
Farfo^ on he adds: “After all, what we do is to exchange tl^ to^ product this 
year i^rinst the toud product of the preceding one” (p. t2x). Sismondi attached 
great imporbmoe to foe disfoaction betareen foe national revenue and the annual 
prqfomt# “Hie coifomon of foe asmual revene^ wifo foe annual product casts a linck 
W# over foe wlxde sdei»:e. On foe ofoer hand, becoix^ clear and facts M in 
tlifo foe fofory as soon as one is separated from foe other.” (JhuLf pp. 366**3fi7v) 
It h he bismdU^ on foe contrary, udm creates the confiisiom - 
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world ixilo aanuai periods no counterpart ip actual 
different products abated at every moment tibat are being 
exdbanged^ thus constituting a reciprocal d^nand for one 
At any one moment there may be too many too few products of a 
certain kind, resulting in a severe crisis in one or more industries. But 
of every product, at one and the same tim^ there can never be too 
much. McCulloch, Ricardo, and Say victqdoudy . upheld this view 
against Sismondi.^ We shall see in Book VI how the whole problem 
has been studied afresh by the most recent writers, staxting from tibe 
concept of mmetary incomes ^ and how a crisis not general hnt^getmalitfid 
then becomes easily explicable. 

It is not only on the question of method, but sdll more on the ques- 
tion of aim, that Sismondi finds himself in opposition to the Classical 
school. To them political economy was tte science of wealth, or 
chrematistics, as Aristotle called it. But the real object of the science 
should be man, or at least the physical well-being of man. To con- 
sider wealth by itself and to forget man was a sure way of making a 
false start.* This is why he gave such prominence to a theory df 
distribution alongside of the theory of production, which had received 
the exclusive attention of the Classical writers. The Classical school, 
it is true, might have retorted that they gave first place to production 
because the multiplication of products was a sine qua non of afr progress 
in distribution. But Sismondi regarded it otherwise. Wealth only 
deserve the name when it is proportionately distributed. Ife could 
not conceive of an abstract treatment of distribution, and consequently 
could not appreciate it. In his own treatment of distribution he devoted 
a special section to tiie **poor,’* who live by their labour and toil finom 
mom till eve in field or workshop. They form the bulk of oiir popula- 
tion, and the changes wrought in their way of life by the invention of 

* McCulloch criticized Sismondi in an article in the Edtnbtargh Review 
1819. For J. B. Say see pp. 130-132. 

With regard to Ricardo, Sismondi relates t^t in the very year of his dei^ he had 
two or thm conversadons with him on this subject at Geneva. In the cml he seeml 
to have accepted Ricardo’s point of view, but hot withmit several reservations. ‘*Wc 
arrive th^ at Ricardo’s coi^ustcm and find diat when ciroilatkm is cpoo^i^t^ (and 
having nowhere been arrested) produedon does give rise to conmh^don^^ but Ite 
adds: ** This involves making an abstracdon of dme and place, and d'all thd^bbstaries 
Vddeh n%ht arrest this cirojiadon.’’ ^ ^ ^ . 

Stwaaondi defended his point of view against his three critks in two ardd^^rqprinte ^ 
nt ^ ond ci ibo of ibc Rruicipes* ^ , / 

* ’’The accumidadon oi wealth tit ahstrado is not the aim of gOvt^imtent, but Ihh 
pardetps^km fay aU its cidzriis in the pleasures of liEe Vdiich the: weri^ tepiteieM. 
Wealdi.and pc^ndadon hi foe abstract are no indicatlQn a 

they must in some way be related to one another before bciag em|doyed aafoh;bi|lii 
of coinparisem.’* / 
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tlie fi^edmn of competition, and the regime of private 
’p^0pG:^ vmt wfaat intores^ him most. Political eccmomy at Its 
wMest,^* he says, k a theory of <harity, and any theory that upon 1i^ 
analytis has not the result of increasing the happiness of mankixul 
6im not h^mg to the sdofice at 

What really interested Sismondi was not so nmch uhat is called 
pditical ea>nomy, but what has since become kimwn as ic&nomie sodaU 
in France and Saziolp&lkik ia Germany. His originality, so &r as tiie 
Ustinry of doctrines is concerned, contisted in his having originated 
tins study. J. B. Say scorned his deBnitions, so different were they 
frcnn his own. 

M. dc Sismondi. refers to political economy as the science charged 
with guarding the happiness of mankind. What he wishes to say 
is that it is the science a knowledge of which ought to be possessed 
by all those who arc concerned with human welfare. Rulers who 
. wish to be worthy of their positions ought to be acquainted with 
the study, but the happiness of mankind would be much jeopardized 
if, instead of trusting to the intelligence and industry of the ordinary 
dtizen, we trusted to governments.* 

Axid he aiMs: greater number of German writers, by following 

the &lse notions spread by the Golbertian system, have come to 
regaxd pditical economy as being purely a science of administration.’’ 


H: SISMONDI’S CRITICISM OF OVER-PRODUCTION 
AND COMPETITION 

Deceived as to the best method to follow, mistaken in its conception 
of the nature o£ the object to be kept in view, it is not surprising that 
tbt ^^Chranatistic school” should have gone astray in ks practical 
conclusions. The teaching of the school gave an undoubted incentive to 
unlimited pxoductiem, for it was loud in its praise of free competition. 
It lueached the docuine of harmony of interests, ami considered that 
the best form government was no government at all. These were 
the three essmitial pmnts to which Simaondi took exception. 

FiiBt as its immoderate mtiiusiasm for produt^on. Accord- 

ing; to the Classical writers, the general growth o£ production presented 
no inconvenience, thanks to that spontar^mis mechanism which im- 
ll^sdmtdy corrected tile en^ of the mtr^fmrnariSh^ in anyway under- 
etiixnated the necestities of demand. Falling prices warned him 

^ II; p. s^o. Fhewhcfe he ackh: the GovemfidW 

piepeie m ihe iateiesti of c»ie tiasi at die mpense of anodiar dmt^dMi 

ceruMly be the wofken.^* Voi 1, p. $79.) 
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a^umt a step ai^ iMiueoced him iii dh^ecting his €lFo];ts 
other ^ds. In a smiUar way rising prices, proved to the jarodnceif 
that sA;^}i€8 were insufficient and that mem must be manu&cimned# 
Hence the evib committed would always be momentary and transients 
To ffiis Simiandi replied: If instead of reasoning in this abstract 
fashion econoEnists had OHisidared the fficts in detail, if instead of pay^ 
ing attention to products they had shown some regard fear man^ they 
would not have so Ughtheartedly supported the producers in ffidr 
errors. An increased supply, if supjdy were already insufficient to 
meet a growing demand, would injure no one, but woidd be profitable 
for all. That is true. But the restriction of an over-abundant supply 
when the needs grow at a less rapid rate is not so easily accomplished. 
Does anyone think that capital and labour could on the morrow, so 
to speak, leave a declining industry in order to engage in another? 
The worker cannot quickly leave the work he lives by, to which he 
has served a long and costly apprenticeship, and wherein he is dis- 
tinguished for a professional skill that will be lost dsewhere. Rather 
than consent to leave it, he will let his wages fell, he will pre^ng the 
working day, remaining at work for fourteen hours, and will toil 
during those hours that would otherwise be spent in pleasure or 
debauchery; so that the produce raised by the same number of work- 
men will be very much increased.^ As for the manufecturer, he will 
not be less loath than the worker to quit an industry into the manage- 
ment and construction of which he has put half or even three-quarters 
of his fortune. Fixed capital cannot be traiiderred from one use to 
another, for even the manufecturer is boimd by custom — a moral 
force whose strength is not easily calculated.^ Like the worko*, he is 
tied to the industry which he has created and frmn whidi he draws a 
living. Consequently production, far from being spontaneously 
restrained, will remain the same or will even perhaps tend to increase. 
In the end, however, he must yield, and adaptation will take place, 
but only after much ruin. Producers will not wididraw firpm that 
industry entirely, and thdr numbers will diminish oxdy when some 
of the worki^E^ have fruled and a mimber of wmldnen have ffied ei 
misery/* “Let us beware,’* says he in condufiem, this dangercH:^ 
theory of equilibrium which is supposed to be automatically estab- 
Udied, A cartain kind oi equilibrium, it k true, k mfestddidied in 
die long run, but it k only after a frightful amount of suifertng.”^ 
The dictum which was to some extent true in Sismondi’s day cemtrok 
the pditi^^ of every trust and kwtel of dm present day;. < 

Nowadays inoduetton diiefly grows m the result d niiiti|iK^ 
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tk)li of madiinery, and S^nondi’s most telling attadss were directed 
maeliinery» Consequently 1^ has been regarded as a reao* 
tkmary aiid treated' as an ignoramus, and for half a century was^ 
ri^ssed a ]^ce among the economists* 

On die question machinery the Classical writers were unanimous*^ 
K4bchinery they considered to be very beneficial, furnishing com- 
modities at reduced rates arri setting firee a portion of the consumer’s 
revenue, whidi accordingly meant an increased demand fo^ otho: 
products £md employment for those dismissed as a result of this intro- 
duction. Simaondi does not deny that theoreticsdly equilibrium is in 
the long run re-established. 

Every new product must in the long run give rise to some fresh 
exansumpdon. But let us examine ^things as they really are. Let us 
desist from our habit of making abstraction of time and place. Let 
us take some account of the obstacles and the friction of the social 
mechanism. And what do we see? The immediate effect of 
machinery is to throw some of the workers out of employment, to 
increase the competition of others, and so to lower the wages of all. 
Thb re^ts in diminished consumption and a slackening of demand. 
Far from, being always bendicial, machinery produces useful results 
only when its introduction is preceded by an increased revenue, 

* and consequently by the possibility of giving new work to those 
<hspiaml. No one will deny the advantage of substituting a machine 

’for a man, provided that man can obtain employment elsewhere.* 

^ The unatitmity is not quite ab8<^ute, l^wever. Ricardo in the thiird edition of 
kb Mmpks added a diapter on machinery in which he admitted that he was mktiAmi 
m foe belief that machines afier a shmt period always proved favourable to the 
interests of the workers. He recognized that the worker might suffer, for though the 
machine increases the net product of industry it frequently diminishes the total 
peodnet. He seemed to think that this might hai^>en frequently, but in reality it is 
quite - 

* We may here recall the celebrated winch argument. Suppose, says Sismemdi, 

that IBnglahd succeeded in tilling her fields and doing all the work of her towns by 
means of steam power, so that her total products and revenue remain the same as 
foeysure to-day, thot^ her population is only equal to diat of foe republic ofOeneva. 
Is she to be i^arded as being richer and more prosperous? Ricardo would reply in 
foe aformative. Weidfo b everyfoing, men nofoing. Really, foen, a single king, 
dw^sng aktne on the iriand, by mer^ Uimii^ a winch m%ht conceivably auto- 
ms^dcaUy perfom all foe 'work fome in Bi^jand to-day. One can only reply to fob 
af|||inmt by saying that long before arriving at fob state foe community itself would 
him ilevbed some machinery fee distributing foe foxKiuct between alt its members. 
106 ifoppmfoat a pmdon of foe populatscm dies of himger through want of en^^foly- 
mfod while foe ofoo: part confonies to manufoctuie foe same quandty of goofo m 
bfom b sufodently contradictoiy* But at bottom, dbregardi^ foe paiadofo^ 
fri^ gi[ven fr by Sismondi, foe question let by him b insduble. What b 
eqtfoil3dum between pfoduction hud pt^palatimit Are we to prefer a po^datlmi 
rapl^ foit miOdiig no adyance in weaibL, to a pc^puli^ 

Wmeh b stafomary or even decreasing, bqt rapidly advancii^ in wealth? Every one 
bfreefo diofoe fiiRrlfomE SdoKe gim m no criterion. 
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Neither Ricardo nitnr Say cknics this; they affirmed that tfae ^ibct 
of machinery is just to cr^te some part of this demand fi:»r iahmm 
But Sismondi^s argument is vitiated by the same &ise idea that, 
we have seen above, made him admit the possibility of general ovarA 
produ<^cm — the ideas that incres^ed production, if it is going to be 
useful, must always be precede by increased demand. He Was mt* 
willing to admit that the growth of production itself created this 
demand. On the other hand, what is true in Sismondi^s attitude— 
and we cannot insist too much on this — ^is the protest be makes s^ainst 
the indifference of the Classical school in the &ce of die evib of these 
periods of transition. 

The Classical schodi regarded the miseries created by laige^scale 
production with that sang-froid which was to characterize the fol- 
lowers of Marx amid the throes of the * inevitable Revolution.^ Among 
many similarities which may be pointed out between the writings o£ 
Marx and the doctrines of the Classical school, this is one of the most 
characteristic. The grandeur of the new r^in^ is worthy d some 
sacrifice. But Sismbndi was an historian. His interest lay primarily in 
those periods of transition which formed the exit from one r^^ime and 
the entrance into another, and which involvwl so much sufferu^ ftsr 
the innocent. He was anxious to mitigate the hardships in ordor that 
the process of transition might be eased. Nothing can be more legitim 
mate than a claim of this kind. J. B. Say rox^nized its valiifity to a 
certain extent, and this is predsely the role of social economics. 

Sismondi makes anotiier remark which is no less just. What dis- 
gusted him was not merdy that workmen should be driven out by 
machinery, but that the workers who were retained only had a limited 
share of the benefits which they procured.^ For the CSassicsd school 
it was enou^ that workers and consumers should have a shmre in the 
general cheapening of prcxluction. But Sismondi demanded more. So 
long as toil is as laborious as it is to-day, is it not just that tile wmk-^ 
man tiiould benefit by the introduction of machine in the way of 

1 “Wc have said elsewhere, but think it essential to repeat it, tiist it is nc^ die per** 
feetkm ^machinery that is the real calamity, but the ui^ust dbtnbution <f ^goods 
produced. The more we are able to increase the quandty of goods produced with a 
given quantity oi labour, the more m^ht we to increase oiir cordons or our leisure.' 
Were ^ wmker his own master, after accomplishii^ iU two hours with a marinne 
a task whkh formerly toc^ him twelve he v/oM then £r<»p toil, unless he hi^ 
some new need or were able to make use of a larger amount of jnoducts. It is otif 
present organization mid die worlnnan’s servitude that htn him to Wmk not 

less Imt m<^ boon, kt the same wag^* and tins de^^:the fact that inadni3^ hm^ 
increitted his productive powers.” 

passa^ we have l^smondrs real (^union on die subJedl of machinery mon 
expressed. 
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iadimN^i It&iire? In the social system as at prcseiit existix^, ovsdxig 
the oompetition aanoi^ workers as the result cf excessive populattcm^ 
madbina?y dooi hot increase leisure, but it rather strengduxH emnpeti^ 
tknii diminishes wages, pro^^skes a more intense efifort on the part of 
die workman, and forces him to cximd his wcndknr^ day. Ifere again 
Samondi appears correct. We esmnot see why the consumer akme 
should reap all the profit of improved machinery, vduch never benefits 
die workmsm tmlesalt affects articles which enter into his consumption. 
Ihere would be nothii^ very striking if the benefits of pr o g ress, at 
least duriiag a shcat time, were to be shared between consumer and 
wmker just as to-day they are shared between inventor, entreprmem^ 
and society. This idea is the inspiring motive of certain trade unions 
today, which only accept a new machine in exchange for less work 
ard more pay. 

Ssmondi’s mediod when applied to ' produedem and machinery 
foads to amdusions very different from those of the Clasdes. This is 
also true of his treatment competition. 

Adam Smith had written: ^‘In general, if any Inanch df trade, or 
any divisiem of labour, be advantageous to the public, the fifeer and 
more general the competition it will always be the more so.*’^ SisnM>iidi 
considered this doctrine false, and invoked two reasons of unequal 
value in nqiport of his view. 

The first is a product of the inexact idea already mentioned above, 
which xe^uds any progress in production as useless unless preceded 
by more intensive demand. Competition b beneficial if it excites tixe 
€nireprmmr to mul%ly products in response to an increased demand. 
In the opposite case it b bad, for if consumption be stationary, its 
mdy effot^ will be to enable tl^ more adroit or the menn 

powerful capitalist to ruin hb rivals by means of cheap sales, thus 
amacting to himadf thdr clientele, but giving no benefit to tiie puUic. 
T^ b dm spectacle that in reality b too often presented to us. The 
movemrats o£ our captains of industry are tfiret^ed, not by any con* 
cem for the presumed advmitage of the public, but solely with a view 
to ixKxeased prints. 

^smonSb argument b open to the same objection as was made 
mpve. Cheapei^ production dispenses vrith a portion of the income 
ibimaiy q)ent, and creates a domsuid fi:^ other poducts, thus rqpair- 
tht^ evil it has a^ted. Conemtration of industry pves to society 
tm saxno JKlyant^ as b afforded by ma4dynery, and the same argu- 
usoixis ms^ be used m 

^ |Efot competition Sisx^d^ direeb a nu>re serious arguxn^t. 

^ ^ ’Book ll, 
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Pumiil of ch9£^»i€S8, bt remarks, fo^ctd die emtre^ttmar to>eoc)mF» 
mize not only in the matt^ of stuff, but abo of men* Compdii&m 
has ev^^ywhoe entked women and chihken io bear the burden of 
{noducdon instead of adults. Certain entrepremurs^ in order to secure 
a maximum return ffom human energy, have mforced day and nig^ 
tml witb only a scanty wage in return. What is die xnt of dbeapness 
achieved undar such circumstances? The meagre advantage enjoyed 
by the puUic is more than counterbalanced by the loss of vigour and 
health experienced by the workers. Competition impairs dils mosi 
precious capital — ^thc life-energy of the race. He points to the work- 
men of Grenoble earning six or eight sous for a day of fourtem hour^ 
children of six and eight years working for twelve or fourteen hmirs m 
factories ^‘in an atmosphere loaded with down and dmt” and perish- 
ing of consumption brfore attaining the age o£ twenty. He condudes 
that the creation of an unhappy and a suffering class is too g^reat a 
price to pay for an octension of national commerce, and in an oft- 
quoted phrase he says. 

The earnings of an entrepreneur sometimes represent nothing but the 
spoliation of the workmen. A profit is made not because the in- 
dmUy produces much more than it costs, but because it ftuk Ui 
pve to the workman sufficient compensation for his toil. Such an 
industry is a social evil.^ 

It is futile to deny the justice of the aigument. When dreapoess 
is only obtained at the cost of permanent deterioration in the health 
of the workers, competition evidently is a producer of evil rather than 
of good. The public interest is no less concerned with the preservation 
of vital wealth than it is with facilitating the production of material 
wealth, Sismondi showed that competition was a double-edged sword, 
and in doing so he prepared tiie way for those who very justly Remand 
that the State shoidd place limits upon its use and prescribe rules for 
its employment. 

We might be tempted to g^ farther and see in the fmssage jiBt 
an unreserved condemnation of profits, even. That would involve 
placif^ Sismondi anmng the sodaUste, and this is sometimes 
although, as we think, wrongly. 

In certain passages he doubtless expresses himself in a manner 
ritwilar to Owra, the Samt-I^monians, and Marx. Thm in hnr studies 
ori pofitical ed>nomy we come acrcBis phrases such as tiie 
"We might almost say that modem society lives at the ^ 

prol^adai, sedi^ that it curtails the reward of his 
vdiere: ^^Spoiiatfon incibmd we have, for do we fiiui the rh* 
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the poor? They draw in th^ revenues firom the fertile^ easily coltl- 
mtisd fidkis and widlow m thdr wealthy while the cultivator who 
crated that revenue is dying of hunger^ never allowed to enjoy any 
of We might even say that Sismondi enunciated the theory* <rf 
value, whidi was worked out fay Marx, when he makes use of 
the term mimix But die similarity is rimply a matter of words, 

Sisfxiondi, speakix^ of surplus value, means to imply the value that is 
coninandy growii^ or being created every year in a {»t>gresrive country, 
not by the effort of labour alone, but by the joint operation of capital 
aod labour,^ Marx’s idea that labour alone created value, and that 
cmueqi^tiy pre^t and intorest constituted a theft, is entirely foreign 
to Sismondi. Sismmidi, indeed, recegnized that the revenues of landed 
px^etors and capitalists were due to efforts which they themselves 
had never put finth. He righdy dhtinguished between die wages of 
labour and the revenues of propietors, but to him the latter were not 
less legitimate than the former, for, says he, ‘"the beneficiaries who 
enjoy such revenues without making any corresponding dfort have 
acquired a permanent claim to them in virtue of toil imdertaken at 
smne former period, which must have increased the productivity of 
labour.”^ When Sismondi says that the worker is robbed he merely 
xx^ans to say that sometimes the worker is insufficiendy paid; in other 
words, that he does not always receive enough remuneration to keep 
hbn alive, and that, if only for the sake of humanity, he ought to 
be better paid. But he does not consider that appropriadon by pro* 
pktexs OP captalists of a portion of the social product is in itself 

1 i S tefef sur tSeonorm politiqm, pp. 274-^75. 

^ Nmawm Pruu^^ VoL I, p. 103: 

. ^Oa tha point we must dkmciate oursdvea from the iiiterpcetatio]:i j^aced upon 
passage M. Afrriion in his otherwise exceUa^t monograph VCEuvre iamomigm 
de Smonde de Sismondi (Paris, 1899), as weQ as from the view expressed by M. Denis 
{hSsioks des Sfstimes immnqneSf Vtd. II, p. 306). But Sismondi’s text appears to ut 
to leave no room for doubt* ‘^AsagamstUmd we might combine the other two sources 
of wealth, lift which enables a man to work and capital which employs him. These 
two powers ^vhen united possess an esqnmsive characteristic, so that the labour which 
a imicer puts in ha work cme year will be greater foan that put in the pecedii% year 
product of which the worker have supported himsdf. It is because 

oT diis surpha value [amter valm}, winch increases as the arts and sciences are pfo<* 
giCidvely applied to industry, that society obtains a constant increment of wealth.” 

QT. Ho p. 87: ”WeaWi^ howevar, co<4>erates with 
its ptmmoT wiihlmlds from the wmkor the part whkh the wor^ 
hm |»odttc^ h^ond his cost of maintenance — ^as compensadmi for the htdp 
hhn.” It Is true &at Mb propordon is a eokatdaable one. 
is brnnid to leave to tie wmker just to keep hhn alive, 

I# tlmt the worker 1;^ product (P^ 

tl^ is a mad^ of hebeadty, a mhmon frmn the laws of as it fr tdth 
liMu V- ^ ^ 
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unjust^ His point ci Micw is not unHl^ that adopted at a later pmod 
by the <3€nnan socialists when they sought to Justify their social 

But althoi^ Sismon<h^s mtidsm does not amount to 8odalinn» he 
causes considerable consternation among Liberals by the telling manner 
in which he sl^ws the falsity of the theory affirmed by the Physiocrats 
and demonstrated by Smith, namely, the natural identity of individual 
and general interests. It is true that Smith hesitated to apply it 
except to production. But Sinnondi’s p^uliar merit lies in the &ct 
that he examined its content in relation to distribution. Sismondi 
finds himself forced by mere examination of the facts to dispute the 
very basis of economic Liberalism. Curiously enough, he seems sur* 
prised at his own conclusions. A prim the theory of identity of in- 
terests appeared to him true, for does it not, in fact, rest upon the two 
ideas (i) that *‘each knows his Own interest better than an %norant 
or a careless Government ever can,’^ and ( 2 ) that ‘*the sum of the 
interests of each equals the interests of all*7 *‘Both aximns arc true.”* 
Why, then, is the conclusion false? 

Here we touch the central theme of Sismondi’s system, the point 
where he leaves the purely economic ground to which the Clasincai 
writers had stuck and approaches new territory — ^the questiem of the 
distribution of property. Sismondi discovered the explanation of die 
contradiction which exists between private and general interests in the 
unequal distribution property among men and the resultii^ unequal 
stren^ of the <x>ntracting parties.* 


Ill: THE DIVORCE OF LAND FROM LABOUR AS THE 
CAUSE OF PAUPERISM AND OF CRISES 

Sismondi was the first writer to give expression to the bdief that 
industrial society tends to separate into two absolutely distinct classes 
— those who work and those who po^ess, or^ as he cffi:en put it, tiie 

^ poor man, by his labour and his respect for die property of others, acquhes 
a right to his home, to warm, proper clothing, to ample nouHdmrat sdfficieiidy 
vari^ to health and strei^^. « . . Daly when ril diese things have been 

secured to the poor as the bruit of their labour does die claim of the ridi emne In. 
What is fiqperfiuoua, after supplying the ireedi of e^%ry one, that should constitute 
the leyenue of c^ulence.** {mid^s sur VAammm Vd. I, p. 273.) ^crc we 

see quiee dearly the sense in which Shmondi uses the term “spoliiBiton.’^ 

* JV'siiasstot/^nin^ also pp. aoo, jku. ^ 

s «£very one's interest if checked by evonydbody ebeV would In reality t e pie s c i U^ : 
die cooMon intecest. But when every one is hk own interest at die expense; 

of odm as w^ as devdopii^ his own means, it does nc^ always hai^peni^to be 
opposed by equahy powerful forces. The strong dius it dieir interest tbadkb an^ 

tl^ vttak to acqtdesce, for the least eril as well as the greeted gbod is a 
rim 0^ human pdky.'^ {/W., p*407*> Qf. abo 0^5^41,11*^1, note a# - 
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ii{& and tbe poor. Free oanipedtion hast^ dm sqparadimi camjiig 
^ss^pearance c£ the mtermediate ranks and leaving only. tl» 
proletariat and the capitalist.^ ^^Hie in^^mediate classes/* says he 
at mie pointy 

have all disappeared: the small proprietor and the peasant &rmer 
^ Ac plain, the master craftsman, the small manufacturer, and Ac 
\jilage tradennen, all have ftdled to withstand the competition of 
Aose who control great industries. Sod^ no lon^ has any room 
save for Ae great capitalist and his hireling, and we are witnessing 
Ae frightfully rapid growA of a hitherto unknown class — of men 
who have ab^luteiy no property.* 

“ We arc living under entirely new conAdons of whiA as yet we have 
no eacpcrience. All property tenA to be Avorced from every kind of 
toil, and therein is Ae rign of danger.*** 

This law of Ae concentradon of capital whiA plays suA an im« 
portant role in Ae Marxian system, Aough true of industry, seems 
harAy applicable to property, fc^ a considerable concentration of 
labour is not incompadble wi A a fairly even distribudon A propmy. 
It was a memorable oeposidon that SismonA gave of Ais law, Aow- 
ii^ how it wroi^t its ravages m agricAture, m industry, and in 
commerce A at Ae same dme. 

The dllage erf* Ae 34,250,000 acres under culdvadon in England 
was, in 1831, accomplisfacd by 1,046,982 culdvators, and now it is 
expected that the number may be sdll furAer reduced. Not oAy 
have A Ac smA farmers been reduced to Ae posidon of labourers, 
but a great number of Ac day labourers have been forced to aban- 
don field work altogether. The industry of the towns has Aopted 
the princiide of amalgamadon A forces, and capital has been added 
to capital with a vigour greater Aan Aat which has joined field 
unto field. The manu&cturer wiA a capital of £1000 was Ae first 
to disappear. Soon Aosc who worked wiA 10, 000 were con- 
Aicred small — too smA. They were reduced to ruin and Aeir 
places taken by larger employers. To-day those who trade wiA a 
capital A ;£ioo,ooo are considered of an avera^ size, and Ae day 
m not fiu: distant wbei^Aese will have to face Ae compeddoii of 
manu&c^urers wiA a captal of ^1,000^000. The rAning milk of 
^ Gironde dispensed with millors; Ae caA mills of the Lmre 
ruhied Ae coqpers; the buildii^ of steamboats, of diligences, of 
^Qinmbmes and railways with Ae aid of vast capit A have rejdaced 

Is one fkukinentsl Aaiqy whiA m postlUe tn society, waaM fills 
mkmma i stiuggk created by compefifion, and that b the imroductioii of file pktiie- 
tsiial hiio Ae faiAs of humiut briuge-^Ae pnfietarkt, whose name, bonowed from 
so l^tt who is himsiirio lusw** sur 

VoL1,P«9|4 

itoe pdkifmf 124. 



CA10SE at FA17FERISM AHE GRliRt 201 

the UEpreteotious industries oT theliidepeiKktit hoatmanv O^Etis^^ , 
or wa|^n**maker. Wealthy merchants have altered the retail 
and have opened their immense shops in the great capitaJs^ .who^^ 
in virtue ot the improved means of transit, they are able to 
their provisions even to consumers who iivte at the very extremities 
of the empire. They are lyell on the way towards suppressing the 
wholesale trader as well as the roaH dealer, and the petty mop* 
keeper of the provinces. The places of these independent tradesmen 
will soon be t^en over by clerks, hirelings, and proletariaiH,^ 

And now for the consequences such a condition of things. In, 
this opposition existing between these two social classes which formerly 
lived together harmoniously we shall find an explanaticm cS the 
workman’s misery and of economic crises. 

The sufferings of workihen, whence do they spring, if not finm Ac 
fact that Aeir numbos are in excess Ae donand ^oT Aeir labour, 
Aus forcing Aem to be content wi A Ae first wage that is oStred Acm, 
even Aough it be opposed to Aeir own interests and the interest of 
Ac whole dass?* But “whence Ac necessity of submitting to Aese 
onerous conAtions and of tolerating a biurden Aat is ever becoming 
heavier under pain of himger and dcaA?” The e3q)lanation lies m 
* Ac separation a£ property and toil.* Formerly Ac workman, an mde^ 
pendent artisan, could gauge his revenue and limit his family accord- 
mgly, for population b always determined by revenue.* Robbed of 
his belongings, all his revenue is to-day got from Ae capitalist who 
employs him. Ignorant of Ae Ature demand for his products, as 

^ £t u(Us smr introd.^ 39 et seq, 

* ‘‘That every <«ie understands lus own interest better than any Oovonment ever 
can is a maxim that has been considerably emphasized by economists. But Uiey have 
too lii^dy affirmed that dw interest of each to avoid the greatest evif coincides widi 
the general interest It is to the interest the man who wishes to impowkh bis 
neighbour to rob him, and it may be the latter’s interest to let him do it provided he 
can escape with hts life. 

**But it is not in the interest of society that the one shoidd exeinAe the ^rce and 
Aat d]^ otto should yiekL Xhe interest of the^day labourer undoubteffiy Is that the 
tvages for a day of ten hours should be sufficient for his upheep and Ae u{d»rii^^of 
his children. It is also Ae interest of society. But Ae interest td' die uiam^ployed it 
to find bread at any price. He wffi work fourteen hoins a day, wffi semi to 
to work A a fitetory at At yean of age, will ,^opardize hk own heahh tol .to aedt 
die very exittence ci to own dais m order to escape Ae pressure of presefit need,^ 
{NomumePHm^^Vok, I, 200-901,) 

*lto.,p,90t. 

* “Poptodoit Aen regulate itself smlfdy m iccorAuioe wtA to leveito! 

Where It exceeds dns proportion it is always just became dte fiuito am dectoed^ib 
to mkrn Aey htore to be Aeir revoaue, or riMto because A^ are totod li^ 
•ototy^*’ II, p. 934.) **I1iemore AepomrhA^^dveddMril^ul^^ 

the gieatob todmito reveame and totnbir^ 

a p^ulatkm wbich, btofise it does not o o r top Knid toto dewnd 

nevef Aid sufficient memis of subsistence,** pp. V ^ ^ * 
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wdt as of Uie quantity of labour that may be necessary, he hasf no 
lotigar any excuse for exerdsix^ forethought, and accordingiy he 
dif^ards it«, Population grows or ctiminidies in accordance with tiie 
wfli of the capitalist. “Let there be an increased demand for labour 
and a suffident wage offered it and workmen will be bom..^ If the 
donand foils, the workmai will perish.'*^ 

This theory of population and wages is really Smitii’s, who tried to 
prove that men, like commodities, extended or limited thdr numbers 
according to the x^eeds of production. Sismondi, rather than accept 
it as a proof of the harmonious adaptation of demand to supply* 
exnphasizes the laihentable effects of the separation of wealth from 
labour.* Sxxuth and Sismondi both fell into the error of Malthus and 
Ricardo, who ixnagined that high wages of necessity increased popula-* 
tkm* To^Jay facts seem to show that a higher staxxdard of well-being, 
on the contrary, toads to limit it^ and the proletariaxis, who coxistitul^ 
ihe majority of the xiation, can no longer be treated as mere tools in 
the hands of the capitalists, to be taken up or thrown aside according 
to fency or interest. 

. What is true of industrial employees is no less true of the toilers of 
the fidd. In this ooxmexion Sisnmndi introduces the celebrated distme- 
tkm betwmi xiet and gross production which has occupied the attention 
o£ many ecoxiomists since then. If the peasants collectively owned all 
the land th^ would at least of a certainty find both the security and 
the support of their life in the soil. They would never let the gross 
produce foil below what was sufficient to support them.* But with 
great laxided proprietor, and with the peasant traxisformed into the 
agricultural labourer, things have changed. The large proprietors 
have the xmt prodinrt only in view — ^that is, the difference between the 
cost of production and the sale pric^. It xxmtters little to them if the 

t Xoumm VoL II, p. a86. 

*WeiiotetiifttSisiB(»ididoa iiqtaocqA Malthui^t theory dpopulatioxi. He never 
admin diat pofadation dependl upon means of tubdsieiice; he holdt that it 
vBCses acconfing to die will of Ihe profHrietcMr, who stimulates ot retards it aoeordlng 
to kit demand, but vdxo » inteies^ in its limitation in order to secure $ot ymseif 
dm maatnmm net product, ^*Fa|ailatimi has never readied die limits of postible sub* 
tista>mc» and prolMddy it never will, foxt aS those Mho detire the subsistence haue 
nehher die means nor the right to eictract it from die sdOL Those, on die contrary, to 
wlmn the laws give the monopoly of the land have no interest in obtaining from It 
i^die suhfiitenoe Itmight i»x»duce. hi aU anmtries proprietm ate t^ipoted^ and 
indti Im opposed, m sys^ of cultivation which would tend merely to midtiply 
timmsansofmhidtow w^ netincreamig the revenue. Long hefoie being arrested 
by foefo^pisb^y of ^ding a comtiiy whkh pmdujced more lubtiticnce poptda* 
wonid hediedwd by die unpcntil^iy.^ pe&fHo to buy those means 

ibr^fKwodtandbnixgtira pp: 1^9-070.) 1. 
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gross iKToduce is sacrificed for the saJce of mereasing the net 
Here you have land which, when well cultivated, brings gross ^^uce 
of the value cf looo shillings to the farmer and yields loo shillii^fjHS 
rent to the projRietor. But the propriet<Mr thinks that he would gain 
no shUlu^ if he left it fallow or let it as unprofitable {mture. 

His gardener or vinedresser is dismissed, but he gains lo shilli^ 
and the nation loses 890. By and by the capital employed in pit> 
ducing this plentiful supply will no longer be so employed, and there 
will no profit. The workers whose former toil produced these 
products will no longer be employed and no wages wll be paid.^ 

Examples are plentifiil enough. A number of the git^t Scots pro* 
prietors, in order to replace the andent system of cultivation by the 
open pasture system, sent the tenants firom their dwellii^ and drove 
them into the towns or huddled them on board ships for America^ 
In Italy a handful of speculators called the Mercanii (& tenutej animated 
by similar motives, have hindered the rcpopulation and cultivation* of 
the Roman Campagna, 

that territory formerly so very fertile that five acres were suffident 
to provide sustenance for a whole family as well as sending a recruit 
to the army. To-day its scattered homesteads, its villas, the whole 
population, together with the farm enclosures, the vineyards, 
the olive plantations — products that require the contini;^ loving 
attention of mankind — ^have all disappeared, giving place to a few 
flo(^ of sheep tended by a few miserable shepherds.* 

The criticism is just, but is directed rather agdnst the abuse of private 
proj^rty than against the piindple of tiie n^ product, for this prindple 
is inddent to peasant proprietorship as well. It is inevitable wherevor 
production for a market takes place.* 

It is just this ojqiosition between proprietorship ^nd. labour 
supplies an explanation of economic crises. . ^ 

^J>{aw$owe Prm^, Vd. I, p. 153. 

* Ibid., p. 235. Tl^ problem d the net and gross produce occupied 

attention for a long time. .We find a suggestion of it in his first work, L$ tk 

PAgrhdiuri iascant (Geneva, 1801), and thou^ he does not defiiutely |ak^ sick 

of die gross prodiMX, he slmws some leanings daat way. “Why is the gdn d a sh^le 
rich farmer cxinddered more profitable for a State thsn die ndseralde ekhings d*, 
several thousand worki:^ apd peasants?” The b<>ok, however, h a trept^ on prac- 
tical agriculture, and includes only a few economic dim. It is here that wo have his 
beaudfiil desc^ptkn Of his farm at Val Chiuso (p« 21911 

* It is true that ^smonch wished to get rid of the pi^dce of paoducii^ emm for h 
mariEet, so as lo firee the nation’s food from the fluctuadhtu of diat marlmt. Neidi|»v 
is he over-aidmdiuttc ip his prai^ d the gross protkice, He recogniaea ^ 
ipadpal gyowdi d dm gim ]^:oKlMce n^t, k Its way, ho the 

d iufiWsg if populadop kwc to inogrM too rapi%; p, 153). dboii| 
whatahentas^ittindwe amdealhigwhh,^ . . v 
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^kxmmdi iK^lds dbc ^ew Ihat arises are due pardy to die diffiei^ 
iicquirii^ ocact Imowiec^ of a market dial has became vary 
eataadve, and i^urdy to the l^ct that producers are .guided in their 
acdons by the amount of their capital rather than by the demand of 
the But aliove afl he thinks diat they are due to the uneqmd 

dishfibudem of revenues. The consequence d* the separadonc^pn^rty 
fiona labour is that the revenues dT those who possess lands increase 
whBe the incomes of the workers always ranain s^edy at the mini- 
muni< Hie natural result is a want of harmony in the demand for 
products. With property uniformly divided and with an almost 
general inarease in the revenue there would result a ceitain degree 
of uniformity in the growth demand. Those indusUies whidi 
mpdy our most essential and most general wants would experience a 
r^ular aiul not an erradc expandon. But as a matter of fact at the 
piesent time .it is die revenue of the Wealthy alone that increases. 
Heiu% there is a growing demand for the more refined objects in 
^place of a^r^ular demand for the ordinary things of life; a neglect of 
the more fundamental industries, and a demand for the production of 
luxuries. If the latter do not multiply quickly enough, then the 
fiadgnor will be calkd in to satisfy the demand. What is the result 
of diese incessant changes? The old, neglected industries are ob%ed 
Ur dismiss dieir workmen, while the new industries can only develop 
dowly. IXuing the interval the workmen who have suffered dismissal 
are forced to reduce their consumpdon of ordinary goods, and perma- 
mmt imder-consumption, attended by a crisis, immediately follows. 
**<^yisig to the concentradon of wealth in the hands a few pro- 
priety, the home market is contracted and industry mmt seek other 
oitdets for its products in foreign markets, where even more con- 
dderaUe revolutions are possible.*’^ Thm "^die cxinsumf^on of a 
miHicmaire master who employs looo men all earning but the bare 
necesddes of life is of less value to the nation than a hundred men 
eadi of whom is much less rich but who employ each ten men who 
aril much less poor.^** 

SmnondiV esqilanadon ci crises, thoiigh adopted by many writers 
isiWe then, is not of the best The difficulty ci ad^tadon wmild 
!, p. 3^, ^ * Hidl, p. 361. 

^J&atwheupt he laWnhs: p^ty m^diai^ the s m a H mamifachsmi, 4 isap* 

petr, and a great efOr^urntr reptacei huntedt of whose total wealth was never 

eq^ to Ids^ Tsien altogeth^, laiwever, they crimmied more than he does. His 
hnaiiy nMXh less mcooragaytt to industry than the honest ease of die 

Vol. Il» p« say.) Ihettoaryhmbxe 
diin doiilaftit Whi^we warn Miaow hvdte^a^^deinairiti^reiiia^ 

hdf Wbethtr thrie wi8 he iio ckange hi hi rtiTirsctor tt ooidxigency 
nt^iiot lepiiahln a gshMai oish^ hut nin|^ m a 
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in ali probability not disappear oven tf ^aldi w&ce to be mor^ o^iafly 
<&tributed. Xforeover^ what he attempts to ejcpiain is an is 

chronic in certain indnstries and not the acute periodical crisCs; But 
die theory has the merit of attempting to explain what still remains 
obscure, aixl what J. B. Say and Ricardo jH’rfcrred to pass over in 
rilence or regarded as of secondary importance under pretext that in 
the long run equilibrium would always be re-established. We shall 
return to this i^bject in Book VI. 

IV: SISMONDrS REFORM PROJECTS. HIS INFLUENCE 
UPON THE HISTORY OF DOCTRINES ^ 

The principal interest of Sismondi’s book docs not lie in his attempt 
to give a scientific exfdanation of the facts that occupied his attention. 
Indeed, these attempts have little that is altogether satisfactmy, for 
the analysis is frequently superficial, and even commonplace. ICs 
merit radier lies in having placed in strong relief certain facts that 
were consistently neglected by the dominant school of economists. 
Taken as a whole, his doctrine must be regarded as pessimistic. He 
deliberately shows us the reverse of medal, of which others, even 
those whom we have classed as Pessimists — ^Ricardo and Maithus— 
wished only to see the brighter side. It is no longer possible to speak 
of the spontaneous harmony intea-ests, or to forget the misery aiul 
sufferirig which lie beneath an appearance of economic pix^^ress. 
Crises cannot be slipped over and U^ted as transient phenmnena of 
no great moment. No longer is it possible to forget the important 
effects of au unequal division of property and revenues, which fire- 
quendy results in putting the contracting parties in a poridon of 
fimdamental inequality that annuls fi^eedom of bargainii^. In a 
word, it is no longer possible to forget die social consequences of 
economic transfonnatfons. Axul herein lies the qfoere of social pc^dcs^ 
of which we arc now going to speak. 

The new point of view oonipied by Sismondi enaUes him to see 
that the fircc play of private interests ofbm involves injury^ tte^a:icral 
interest, and that the laissez-faire doctrine preached by the ^ 

Adam Smith has no longer any raison d^itre. On the dnere 

a romn for d»e intervention of society, which diouid set a Sndt fo 
individual aedem ami correct its abuses. Sismemdi dua bec^H^ 
fim crf^lhe intoryentkm^ 

State aedem, in the first jdace, oi;^t to be empfo^ m 
production and in putdng a drag upcm the too rap^ 
of inyendems. JSismcmdi ddmrm a£ gaopess 
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stages^ injuring no one, limiting no income, aiKl not even lowering the 
rate of interest^ ifis sensitiveness made him timid, and critics smSe 
at his philanthropy. Even the Saint-Simonians, too sympathetic to 
certain c^his views, reproach him with having allowed himself to be 
misled by it.* This state of mind was reflected in his habits in private 
Hfe, Sainte-Beuve* relates of him how he used to employ an old lock* 
nmth who bad become so useless and awkward that everybody had 
1^ him. Sismondi remained faithful to the old nMm even to the very 
end, despite his inefficiency, lest he should lose his last customer. He 
u^hed society to treat the older industries in a similar fashion. He 
has been compared to Gandalin, the sorcerer’s apprentice in the fable, 
who, having unlocked the water-gate with the magic of his words, 
sees wave succeed wave, and the house inundated, without ever being 
able to find the word which could arrest its flow. 

Governments ought to temper their ‘blind zeal* instead of urging 
on production.^ Addressing himself to the savants, he begs them to 
desist from invention and r^all .the sayii^ of the economists, laissez* 
faiut laissez*passer^ by giving to the generations which their inventions 
nooder superfluous at least time to pass away. For the old regime, 
witii its corporations and wardens, he had the sincerest regard, while 
condemning them as being harmful to the best interests of production. 
StSl he wemdered whether some lesson could not be gleaned from them 
which might help us in fisting limits to the abuses competition.* 

. Shmondi never seems to have realized that any restriction placed 
upon prodhicdon with a ^4ew to alleviate suffering might hinci^ the 
progress mid well-being eff the very classes that interested him most. 
Hie conviction that the production of Europe was enough to satisfy 
all demands mpporied these errm^us views.* Si^ondi i^er sus- 
pected the relative povaty of industrial society, a fact that strude 
J. B. Say very forcibly. Moreover, he felt that on this point the policy 

GovermmtiU was not so easily modified, a feeling that imder- 
mined his previous confidence. 

^ Sh mon di appliei the tame principles to a conaderation of a fell in the rate of 
Ipleiett as he does to .the groiirth of production or the increase of madhinery. *^An 
mitiease of capital is desirabte only when its employment can he inc re ased at die same 
thste. But whenever die rate of mterest is lowered it is a certain sign that the employ* 
nieiRofca|dudhasj»tgH»lionally diminhbed asemnpared witii the amount avalhkble; 
sad titis in the whkh k always advantageous to some peqple, is disadv^ 
tkp^eptis to odiers— some will haW to be content widi smaller incomes and others with 
none at alL^ {Mmetm Prtnaj^, Vol. 1 , 'p. 393.) 

' *Cbii^9are the $aint-$imonsan revkw, Lt Prvdiekm^ Vol. iV, 55?-35^ 

* i S to i k y Vol. f, ^* 60, 61. 
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Since the causes of the cvib at present existh^ in society artf ) ito 
absence <rfiH?cpcrty, ( 2 ) the lUMJcrtainty of Ac earnings Ae ^mlAag 
classes, all Govemmaat action oi^t to be concentrated <m Ae^ 
points* r - r 

The first ob.^ct to be aimed at, wherever po^ible, was Ac nnimi df 
labour and property, and Si^nonA eulc^fizes Ac movement towards 
a new patriarchal state— that is, towards a revivA of peasant pro* 
prietmship. The J/ouveaux Pmcipes contaim a celebrated descriptiem 
of Ae idyllic happiness of suA a state. In imiustry 1^ wished for a 
return of Ae mdependent artisan. 

I am anxious Aat Ae industries of Ac town as well as country 
pursuits should be carried on by a great number of indi^ndent 
workers instead of being controlled by a single chief who itdcs over 
hundreds and even Aousands of workers. I hope to see manufoc* 
tures in Ae ban A of a great number of capitalists of average means, 
and not under Ac Aumb of one single inAvidual who cemstitutes 
himself master over millions. I long to see . Ae Aance-^iiay, even 
Ac certainty — of being associated wiA Ae, master extended to every 
industrious workman, so Aat when he gets marriA he may fed 
Aat he has a stake in Ae industry instead of dragging on Arough 
Ac dedining years of life, as he too often does, without any proj^pcct 
of advancement.^ 

This for an end. 

But Ae means? On this point SianonA shows extraordinary 
timiAty. Appeal to Ae legsiator is not followed up by a |dan of 
campaign, atKl in moments of scepticism and despair he even doutes 
wheAer reform is ev^ possible. He dedares himsetf mi opponent of 
communism. He rejects Ac Utopias of Owen, of Thompson^ and of 
Fourier, al Aough be recognizes that Aeir aim was his also. He failed 
to peredve Aat his ‘breaking up’ process was qmte as illusory as Ae 
co mmunis tic Uttq)ia8 \AiA he shunned. He rejected Owot’s syston 
because he saw Ac folly of attempting to substitute Ae inters of a 
corporation for that of Ac inAvidual* But be never realized^ Aat it 
had nothing to do wiA a corporation, and it is possible Aat ufcre he 
alive at Ae inesent time he would be an ardent champion of co- 
bperatimu 

But imA Ae unimi of property and labour is reaHaed 
oemtent vriA a demami ^ a simplor refiirmi wMdr rmi^t aHeviaie 
Ae more pressing suSbrings working dassesi. First all.M 

aj^ieab Ae leslmation, or rather pat^rngi rf* Ae idf . 
OQsnbpialicm;^ Tlira follows a limitatfam (rf dUQd hAonr, Ae 
of Sunday toilf and a shortening of the bomp of ldbmrA vMs^slia 
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€srtal]^ishim]^ ^ v4iat he called a '*prc^»siozial guanm* 
iec^? vAsEGt^bf the employe, wl^thar ^riciiltuiist or capitalist, woidd 
be obliged to maintain the worka^ at his own duxii^ a 

period ofUlaess or oflock-out or old age. llris principle once admitted, 
die em^oyers woM no hm^cr have any intoest in reducing the wmgcs 
ct die wmkman indoKnitely,"or in inOoducing machinery or in mold* 
plying producdon unduly. Having become respomible for the &te 
of d^ worikm, they would fkeaa. t&ht some account of the effect wli^k^ 
invoition mig^ have on thrir wdOUbeing, wl^reas to-day they simply 
reg^ird thmn fiom the point of view c£ their own profits.^ One might 
be tempted to regard this as an anticipation of the great ideal which 
has to a certain extent been realized by the social insurance Acts 
passed during the last thirty years. But this is only partly so. Sismondi 
placed die charge of maintenance upon the master and not upon 
society, and hb criticism of methods of relief, especially of the English 
Poor Law, was that they tended to decrease wages and to encourage 
the indiffisrence of masters by teaching the workers to seek refuge at 
die hands of the State rather than at the hands of the masters. 

In dimt, his refc^rm projects, like his criticism of the economists, 
reveal a certain d^rce of hesitadon, due, no doubt, to the perpetual 
conflict between reason and sentiment. Too keen not to see the bene- 
fits of the r^w industrial r^(ime, and too sensidve not to be moved by 
womc di its more painfiil ccmsequences, too conservadve and too wise 
to hope for a general overthrow of society, he is content to remain an 
aiBimbhed but grieved spectator of the helplessness q( mankind in the 
fiu^e of this evil. He did not feel himself competent to suggest a remedy. 
He himsdf has confessed to this in touching terms: 

I grant that, having indicated what in my opinion is the principle 
d jusdce in this matter, I do not fed myself equal to the task of 
dn^hg how it can be realized. The present method of distributing 
the 6nm of industry among those who have co-operated in its 
production appears to me to curious. But a state of society 
absolutely dinerent fiom that with \riuch we are now acquainted 
appears to be beyond rito wit man to devise.* , 

It is a striking fact that most of the important social ideas m dbe 
idaeteei^ century <an be traced l»ck to SisauHidi’s vnitings. l%ey 
iM^beeit ooi^rtned by the events diat lunw fofiowed tlw First Wocid 
lie wai tte &rst critic whona the Oassicai school encouittered 
tti. tta asaiieii, and he txean ns to a rteuni of its many heroiet. 
idle’ Utter sshidi oitmd thr hiaetics won tlw day, didr 

^ i^aoe of the C3assieal .{« pid^Bc 
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favour. But it teems lieutUy poniMe. ihxt Skmondi^s^ work ftloidi 
have fleiermk^ the murse of these iiewer tendencies. Hh immediate 
influence was extr^dy limited. It scarcely toM at afli excq^t upoxi 
the sodalxsts. His book was soon forgotten^ and not until our own 
day was its impmtance fully realized. It would be tr^ to say diat 
in the course of the nineteenth century diere was a sponttaneous 
revival of interest in the ideas promulgated by Sinnondi. None the 
less he was the fin^ writer to raise his voice agmmt certain prmdples 
which were rapidly crystallizing into dc^mas. He was the earHest 
economist who dared resist die conclusions of the dominant school, 
and to point to the existence of facts which refused to tally widi dse 
large and simple generalizations of his predecessors. If not the founder 
of the new schocds that were about to appear, he was d^ir precursor. 
They are insj^ed by the same feelings and wdcome tl^ same ideas. 
His method is an anticipation of that of the Histcxrical schooL His 
definition of political economy as a philosophy of history^ wc»rks 
wondm in the hands of Rosdber, Knies, and Hildelnrand. His pfoa 
for a closer observation of facts, his criticism of the deductive process 
and its hasty generalizations, will find an echo in the writings of Le 
Play in France, of Schmoller in Grermany, and of Oiffe Leslie mid 
Toynbee in England. The founders of the Goman Historical school, 
in their ignorance of foreign writers, regarded him as a socialist,* bt;^ 
the younger rejnesoitatives of that school have done full to his 

memory, and recognize him as one of their earliest represoitatives. 

By his appeal to sentiment and his sympathy for the woridng classes^ 
by his criticism tb^ industrial regime of machines and cmnpetition, 
by his refusal to recognisx personal interest as the only economic 
motive, he foreshadows the violent reaction of humanitmrxanism 
agaimt the stem implacability of ecoiomic orthodoxy. We can almost 
hear the eloquence of Ruskin and Carlyle, and the pleading oi the 
Christian Sodali^, who in the name of Christian charity and human 
sdidarity protest agaimt the social txmsequoices of production on a 
huge scale, like Sismondi, social Christianity will direct its 
not Jgain^ the science itself^ but sg^asnst ibc easy bmirgeois ccnsH 
placency (d* its advocates. A charge ci selfidmess will be brcmgjht, ncut 
againsi economic science as such, but against its rqpi^aentatiyes ai^ 
the pmrtkmhu form iodety which it ufholcb. v 

Finally, by his plea fixr State intervention Sismomfi hrnv^mmod ik 
reac&m liberal abscdutism, a reactiim that deq>aEied in 

tairiiysmd area as the cmuit^ wore:m:i, and^dm^i 

* See secticm i of presait chapter. ^ .. ; ^ 

^Kii^^magelyaiQiii^claaaeiymvitkfi^ ^ ^ 
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its firaai oqfxmsioti io State socialism, or sodaSsm tlte 
Hewas titefirst to advocate the adoption ctf facterfbgiidbu^ 
hk fiance and to sed to give the Governxn^t a place in dkecting 
economic affairs. The ixnpossibiEty of complete abdication on the 
pB^ i3i die State v^nld, he thought, beonne clearer every day. But 
it was little more , than an aspiration with him; it never reached the 
st^ of a practical si;^gestion. 

«^U8 in three diffsrex^ ways SknKmdi’s proposab wm destined te 
give rise to three powerful currents of thought, and it is not surprmng 
that interest in hb work should have grown with the development of 
tite new totuiendes which he had anticipated. 

' liis immediate influence upon contemporary econoxnists was very 
sh^t. Some of them allowed themselves to be influenced by his warm- 
heaitedness, his tenderness for the weak, and his pity for the workers, 
but they never found this a suffident n^on for breaking off their 
conncsicms with the Classical school. Blanqui^ in particular was a 
omvat to the extent that he admitted smne exceptions to the prindple 
Theodore Fix and Droz^seoned won over for a moment, 
ai»i Sbtnondi nug^ rightly have expected that the Rmte mmmelle 
d* 4 c(nunnie politique^ started by Fix in 1833, would uphold his views. 

the cbtys of the Revue were exceedingly few, and before finally 
^hsappeark^ it had become fiiily orthodox. Only one author. Buret, 
in his wcuk on the sufferii^ of the working classes in England and 
France,’ has the courage to declare himself a wholehearted disciple 
csf l&mondL The name df Vill^ieuve-Bargemont, authcH* of £conomie 
piditique dudtierme^ must be added to these. His wc»rk, whidi was pub* 
Bdted in three volumes in 1834, bears frequent traces of Sismondi’s 
m&tence. 

Sismondi, thoi^ not himself a scidalist, has been mudi read and 
cau^efriUy studied by socialists. It is amoi^ them that his influence is 
m0ltma]:lted. Ihb b n<^ very su]|mm^, for all the critical portion of 
Us work b really a vigorous appeal against competition and the in* 
equalities fortune. Loob Maite read him and borrowed from him 
mine than tnet argument igabut conq>ctiticm. The two Gennan 

, Blangiii, in hk Rlsiope d$ V&owmd 4 poUHqw in Europe (1B37), consideti him a 
iMibrIaf he dcjfofoet as fokwt: **Writers of dds school are 

%«0Uiig to treat prodhiction aa a pure ahnractkm apart frm its taflyeaco 
wotim. Tpproduce w^th is act eaoujghx It must be equitaUy distributed*'^ 

^ pybliidied hi i8ap Ui Mmerdipdkiqmf as Prm^ 4 i b drimsf 

we fliid foe 8mm phrase, **CnnUuai ecoaoifoits 
seem to foisfo foat pioducts are act made for mex)^ hut that men are auuie for the 
products.** ' 

’faris, vShtmes. Buset diedlii ufoea fohty-two yfois of 1^ 
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iodaiisfs Rodbertiis and Marx are still mdre deq>ly indebted 
Rodba:tus borrowed from him his theory of crises, and owes the 
suggestion that social progress benefits only the wealthier 
Rodbertus quotes him without any mention of his name, but Marx 
in his MamfeM has reiKlered him fiill justice, pointu^ out all that he 
owed to his penetrative analysis. The most fertile id^ borrowed by 
Marx was that which deals widi the concentration of wealth in the 
hands of a few powerful capitalists, which results in the inof^Kunng 
dependence of the working classes. This coiK^eption is the frivot of 
the Manifesto^ and forms a part of the very foundation of Marxian 
collectivism. The other idea of exploitation does not seem to have 
been borrowed from S^mondi, although he might have discovered a 
trace of the surplus value theory in his writings. Marx endeavours to 
explain profit by drawing a distinctimi between a worker selling his 
labour and parting with some df his labour force. Sismondi employs 
terms that are almost identical, and says that the worker when selling 
his labour force is giving his life. Elsewhere he speaks of a demand for 
‘labour fcMTCc.* Sismondi never drew any precise conclusion frmn these 
ideas, but they may have suggested to Marx the thesis he took such 
pains to establish. 

Many a present-day socialist, without acknowledging the frkct, per* 
haps without knowing it, loves to repeat the arguments which Sismondi 
was the first to employ^ to stir up his indifferent contemporaries. 


CHAPTER 11: SAINT-SIMON, THE SAINT- 
SIMONIANS. AND THE BEGINNINGS OF 
COLLECTIVISM 

SnucwDi, by nipplementing Uie study of political economy by4i study 
ctf aocud economics, had already mudi enlarged the «ea traoed &r 
the science by its founders. But while giving distribu^n the ^udtibn 
of honmir in his discussbn, he never dared carry his txiticinn as &r 
as an examination of that fundamental insdtution modem sode^ 
— ^ptivate property. Property, at least, he jdiought li^timam and 
imoessary. Every English and French economist had always treated 
it as a ih^ apart— a fiu:t so imlisputalde and iiasvitddethm it Jenamd: 
tba v^ ^sis't^all dteir speodations. . ' fW'. 

Soddeidy, however, iim come upon a mmiber of 
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diofiiutely rejecting all complicity with the earlier coxxmmnists and 
adbnitting nather equality of needs nor of faciilti^, but tendmg to an 
agreement with the economists in claiming the maximum of produc- 
tion as the one aim of economic organization^ dare lay their hands 
iqf>on the sacred ark and attack the iixstitution of property with whole- 
hearted vigour. Venturing upon what had hitherto been holy ground, 
they displayed so much skill and courage that* every idea and every 
formula which became a cmnmonplace of the socialistic literature of 
the later nineteenth century already finds a place in their system. 
Having definite ideas as to the end which they had in view, they 
challei^ed the institution o£ private property because of its effects 
upon the distribution and production of wealth. They cast doubt 
upon the theories concerning its historical evolution, and concluded 
that its abolition would, help the perfection of the scientific and in- 
dmitrial organization of modem society. The problem of private 
pre^rty was at last faced, and a recurrence of the discussion was 
henceforth to become a feature of economic science.^ 

^ It was not intended that any reference should be made in this volume to the 
doctrine of socialism before the opening of the nineteenth century, but the question 
whether the French Revolution of 1 789 was socialist in character or simply middle- 
class, as the socialists of to-day would put it, has been so frequently discussed that we 
cannot ignore it altogether. 

There is no doubt that the leaders of the Revolution — ^including Marat, even, who 
b wrongly r^arded as a supporter of that agrarian law which he condemned as fatal 
and erroneous — ^always showed unfailing respect for the institution of private property. 
The confiscation of the property of the Church and of the imigrd nobles was a political 
and not an economic measure, and in that respect is fairly comparable with the 
historic confiscation of the property of Jews, Templars, Huguenots, and Irish, which 
in no case was inspired by merely socialist motives. The confiscation of endowments 
— of goods belonging to legal persons — ^was regarded as a means of defending indi- 
vidual or real property against the encroachments of merely fictitious persons and 
the tyranny of the dead hand. When it came to the abolition of feudal rights great 
care was taken to distinguish the tenant’s rights of sovere^ty, which were about to 
be abolished, fiom his proprietary rights, which deseived the respect of every one who 
recognized the legitimacy of ccanpensation. In practice the distinction proved of 
Hide importance. Scores of people were ruined during those unfortunate months — 
some through mere misfortune, othen because of the muddle over the issue of assignats, 
and others, s^^ain, because dT tibe confiscation of rents; but the intention to respect the 
r^ts property remains indi^utabk still. It would seem that in this matter the 
revolutionary leaders had come under the influence of the Physiocrats, whose cult of 
property has already engaged our attention. And how easy it would be to imagine 
rn Whytihamt penning Article 17 of the Declaration of the Rights of Man when it 
ipeidEs of pit^rty as an inviolable, sacred rightl But, on the other hand, it is true 
that Rousmu in his article Smnmrue peliUque speaks of the rights of property as the 
most 9 Bapcd of the ddzen’s rights. 

' It was not mly cm the queidon pn ^>e r ty dial the revedotimnsts of 1789 showed 
t^emsdves and^scxaalist. They were also aad'OOGudist in the sense that they paid no 
attention to class war and tgnmred the antagonism that exists between cajntalists 
aiid workers. AH were to be treated as citizens and brothers, aH were equal ard alike. 

dmse wim chum the most inihnate conpexiem whh die qpirit of the Kevo- 
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Not tbat it had hitherto been neglected. Utopian conmiimista frcan 
Plato wd More up to Mably, Moreliy^ Godwin, and Babeuf, the 
eightcrath-century equalitarians, all rest their case upcm a critk^m 
of property. But hitherto the question had been treated from the 
point of view of ethics rather than of economics^ The originality oi 

lutian lemain undismayed by such considerations. They endeavour to show that 
the Revolution was not quite so conservative nor so completely individualistic as is 
generally supposed, and after diligent search they daim to have discovered certain 
decrees bearing unmistakable traces of socialism. Bixt a much more genersd practice 
is to plead extenuating circumstances. **Are we to demand that the social problems 
which appeared fifty years afterwards, when industry had revolutionized the rdations 
of capitd and labour, should have been solved at the end of the eighteenth century? 
It would have been worse dian useless for the men of 1789 and 1793 to try to regu- 
late such things in advance.” (Aulard, Address to Students, April 21, 1893. Of- bis 
Histoire pcHHque de la Rdvotutum^ chapter viii, paragraph entitled SocialismJ*) 

We must not lose sight of the communist plot hatched by Francois Babeuf during 
the period of die Revolution. But in this case, at any rate, the exception proves the 
rule, for, despite the fact that Babeuf had assumed the suggestive name of Gaius 
Gracchus, he found litde sympathy among the men of the Convention, even in 
La Montagne, and he was condemned and executed by order of the Directory. 
BabeuTs plot is interesting, if only as an anticipatory protest of revolutionary socialima 
against bourgeois revolution. Cf, Aukrd, loc. cit.y p. 627. 

^ Not to q>eak d celebrated Utopi^ like Plato, More, and Gami»mella, a number 
of writers who have been minutely studied by Lichtenberger undertook to supply such 
criticism in the eighteenth century. Morelly, Mably, Brissot, and Meslier the cmi 
m France, and Godwin in England, attacked the institution of property with becoming 
vigour. Babeuf, who in 1 797 suffered death for his atten^>t to establi^ a community 
of equals, has left us a summary of their theories. But the Saint-Simonians owe them 
nothing in the way of inspiration. Eighteenth-century socialism was essentially 
equalitarian. What aroused the anger of the cighteenth^ntury writers most of aB 
was the inequality of pleasure and of well-beii^^, f<»r which they held the mstitution 
d private property responsible. ” If men have the same needs and the same fiscultki 
they ought to be given the same material and the same intellectual opportunities,” 
says the MamfisU des But the Saint-Simonians recognize neither equality of 

nMds nor of faculties, and they are particularly anxious not to be classed alossg y/iik 
the Babeuvistes — the champions of the agrarian law. Their socialism, which is 
founded upon the right to the whole produce o£ labour and would apportion wages 
according to capacity, aims at neither eqmdity nor uniformity. 

The Saint-Simonians seem to have remain^ in ignorance of die socialist theones 
of their contemporaries, the French Fourier and the English Thonqison azid Owen. 
Fourier’s work only became known to Enfantin after his own economic doctnne had 
been fiinnulated. Saint-Simon and Bazard appear never to have read lum. It Is 
pn^ble that Enfantin only became aware <^Fourier*s writings after 1829, and whoa 
he did he interested himself merely in diose that dealt with finee love apd the dieoiy. 
of passions. As Bourgin put it: ”If Fourier did anything at all, he has rather hastened 
ttw decomposition of Saint-Sim<mam.” (Henry Bourgin, p. 419; tposJ 

The English socialists arc never as much as mentioned. The Ricaidian doctrte 
of labour-value, which is the basis of Thompson’s theory and of Owen’s, and later 
stm of that of htox, seems never to have become known to them, ’'(^sonkms rf 
value, tirl^, and psoduetkm, which demand im fundamental kiiOwkd^ t$lher of 
die composition or die organization of society,” are treated as so many d^sfaSt (£r 
Vol. IV, p. 3^). Their doctrine is primarily sodid, oemtais^ 
occa^msd allusions to p<^t£cai economy. Enfantin is care^ to disth^riihfi^ heth^ 
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the Samt*Simoniaii treatment is that it b the direct outcome of 
economic and political revolution which shook France and the whole 
of Europe towards the end of the eighteenth and the beginning of the 
nineteenth centuries. The socialism of Saint-Simon is not a vague 
Eviration for some pristine equality which was largely a creation of 
the imagination. It is rather the naive expression of juvenile enthusiasm 
in the presence of the new industrial r^ime begotten of mechanical 
invention and scientific discovery. The modem spirit at its best is 
what it would fain reveal. It sought to interpret the generous aspira- 
tions of the new bourgeois class, firecd through the instrumentality of 
the Revdiution firom the tutelage of baron and priest, and to show how 
the reactionary policy of the Restoration threatened its triumph. Not 
content, however, with confining itself to the intellectual orbit of the 
bourgeoirie, it sought also to define the sphere of the workers in future 
society and to lay down regulations for'their benefit. But its appeal 
was chi^y to the more cultured classes — engincm, bankers, artists, 
and savants. It was to these men — ^all of them members of the better 
classes — ^that the Saint-Simonians preached collectivism and the sup- 
pression of inheritance as the easiest way of founding a new society 
upon the basb of science and industry. Hence the great stir which the 
new ideas caused. 

Consequently Saint-Simonism appears to be a somewhat unexpected 
extension of economic Liberalism rather than a tardy renewal of 
ancient socialistic conceptions. 

We must, in &ct, distinguish between two currents in Saint- 
Simonism. The one represents the doctrine preached by Saint-Simon 
himself, the other is that of his disciples, the Saint-Simonians. Saint- 
Simon’s creed can best be described as industrialism” plus a slight 
admixture of socialism, and it thus naturally links itself with economic 
liberalism, of which it is simply an exaggerate development. The 
cUsciples’ doctrine, on the other hand, can only be described as collec- 
tivism. But it is a collectivism logically deduced firom two of the 
master’s principles which have been extended and amplified. For a 
history of economic ideas it is the theories of the disciples that matter 
most, p^haps. But it would be impossible to understand these without 
Rowing something of Saint-Simon’s theory. We shall give an explana- 
oi his doctrine, first attempdng to show the links which surely. 


{i^iesnay his school and Smith or Say. Ihe Physiocrats gave a social character 
feo thrir docikrsiie, whkh the economists wrongfully nes^ted to develop. Aug. Comte, 
lA the lbur& volume of the Cmtrs de PkUosoptds, has criticized political economy in 
a^aost mmu, which affords ^ addittonal proof oi his tndebtednqa to 



^AIKT-SIHON AND INDUSTRIALISM 215 

though Strangely enough, affiliate the socialism of Saint« 4 Simon wiffi 
economic Liberalism. 

I: SAINT-SIMON AND INDUSTRIALISM 

Saint-Simon was a nobleman who led a somewhat dissolute, adven- 
turous life. At the early age of sixteen he took part in the American 
War of Independence. The Revolution witne^ed the abandonment 
of his claim to nobility, but by successful speculation in national 
property he was enabled to retrieve his fortune to some extent. Im- 
prisoned as a su^>ect at Sainte-Pdiagie, set fr^ on the gth Hiermidor, 
he attained a certain notoriety as a man of affairs interested chiefly 
in travels and amusements and as a dilettante student of the sciences. 
From the moment of his release he began to regard himself as a kind 
of Messiah.^ He was profoundly impressed by what seemed to him 
to be the birth of a new society at which he had himself assist^, in 
which the moral and political and even physical conditions oi life 
were suddenly tom up by the roots, when ancient belie& disappeared 
and nothing seemed ready to take their place. He himself was to be 
the evangelist of the new gospel, and with this object in view on the 
4th Messidor, An. VI, he called together the capitalists who were 
already associated with him and, pointing out the great necessity for 
restoring public confidence, proposed the establishment a gigantic 
bank whose funds might be employed in setting up works of public 
utility — ^proof of the curious way in which economic and philosc^hic 
considerations were already linked together in his thoughts.^ An ill- 
considered marriage which was hastily broken off, however, was 
followed by a period of much extravagance and great misery. By 
the year 1805 so reduced were his circumstances that he was glad to 
avail himself of the generosity of one of his old servants. After her 
death he lived partly upon the modest pension provided him by his 
family and partly upon the contributions of a few tradesmen, but he 
was again so miserable that in 1823 he attempted suicide. A banker 
of the name of Olinde Rodrigues came to the rescue this time and 
supplied him with the necessary means of support. He died in 1825, 
surrounded by a number of his disciples who had watdied ova: the 
last moments of his earthly life. During all these years, haimted as he 
was by the need for giving to the new century the doctrine it so much 
required, he was constantly ei^^aged in pulfliriiing brochures, new 

^ Of, especially Bunuo, it deux Messms poskim^^ Saini'^mm et A* C^mie 

(Piurk, 1905), and Ibr biogra|^caI detaHs We8l, ei em (Suore (1894}. ^ 

* WeiU, Saine^imon et sm (Emrre, p. 15. i 
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workS) or selections from his earlkr puldications, sometimes alone and 
sometimes in collaboration with others,^ in which ,the same suggestions 
are always, revived and the same ideas keep recunrii^, but in slightly 
different forms. 

Saint-Simon’s earlier work was an attempt to establish a scientific 
synthesis which m^ht furnish mankind with a system of positive 
nmrality to take the place of religious dogmas. It was to be a kind of 
^scientific breviary’ v^ere all phenomena could be deduced frcwn one 
single idea, that of ^universal gravitation.’ He himself has treated us 
to a full account of this system, which is as deceptive as it is simple, 
and which shows us his serious limitations as a philosopher whose 
ambition far outran his knowledge. Auguste Comte, one of his 
dmtiples, attempted a similar task in his Cours de Philosophie positive 
and in the Politique positive^ so that Saint-Simon, who is usually con- 
sidered the fatiier of socialism, finds himself also tiie father of positivism. 

From 1814 up to his death in 1825 he partly relinquished his interest 
in philosophy and devoted himself almost exclusively to the exposition 
of his social and political ideas, which are the only ones that interest 
us hoe. 

His eccmomics might be summed up as an apotheosis of industry, 
using the latter word in the widest sense, much as Smith had employed 
the term as synonymous with labour of aU kinds. 

His leading ideas, contained within the compass of a few strikii^ 
pages, have since become known as Saint-Simon’s Parable.” 

*‘Lct us suppose,” says he, 

that France suddenly loses fifty of her first-class doctors, fifty first- 
class chemists, fifty first-class physiologists, fifty first-class bankers, 
two hundred of her best merchants, six hundred of her foremost 
aj^culturists, five hundred of her most capable ironmasters, etc. 
[enumerating the principal industries]. Seeing that these men are 
its most ui^pensable producers, makers of its most important 
products, the minute that it loses these the nation will degenerate 
into a mere soulless body and foil into a state of despicable weakness 
in the eyes rival nations, and will remain in this subordinate 
' position so long as the loss remains and their places are vacant. 

. Let us take another suppositiem. Imagine that France retains all 

In 1814 De la Riergemsaiim de la seeiHi smepktmti by Sidat-Simon and A Thierry, 
hir piip^ 1817-18, Industrie^ in 4 Voh. (tiie 3rd and the first bodk of the 4th VoL 

are the work of A. Ckimtc); 1819, La PelUique; 1831, Le Sjfsthne tndustriel; 1833-24, 
te Catickism des Industriels (the tifird book, by A. Comte, bears the title Systhne de 
1825, Le Se^eeau Oadstiaaume. Our quotatienu fifom SsdntSkntm 
wpc taken finom the (Bwm de ^ d'Ef^emlim^ pubfiihed by memben cf the 

osyimiittee instituted by Efifimtin for carrying out the mmer *9 last wishes (Fads, 
DentUi ^ OSmres ekoisus de Sai/U^mion, publitiied in 3 fay 

iemomtier ^Brussds (iS59}« 
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her men. of genius, ^Hbethcr in the arts and sciences or in the t^fts 
and industries, but has the misfortune to lose on the same day the 
king’s brother, the Duke of Angouleme, and all the other members 
of die royal family; all the great officers of the Crown; all ministers 
of State, whether at the head of a department or not; all the Privy 
Councillors; all the masters of requests; all the marshals, cardinals, 
archbishops, bishops, grand vicars and canons; all prefects and sub- 
prefects; all Government employees; all the judges; and on top of 
that a hundred thousand proprietors — the cream of her nobUity. 
Such an overwhelming catastrophe would certainly aggrieve the 
French, for they are a kindly-disposed nation. But the loss of a 
hundred and thirty thousand of the best-reputed individuals in the 
State would give rise to sorrow of a purely sentimental kind. It 
would not cause the community the least inconvenience.^ 

In other words, the official Government is a mere fagade. Its 
action is wholly superficial. Society might exist without it and life 
would be none the less happy. But the disappearance of the savants, 
industrial leaders, bankers, and merchants would leave the com- 
munity crippled. Tlic very sources of wealth wotdd dry up, for their 
activities are really finitful and necessary. They are the true governors 
who widd real power. Such was the parable. 

AcccMrding to Saint-Simon, little observation is needed to realize 
that the world we live in is based upon industry, and that anything 
besides industry is scarcely worth the attention of thinking people. A 
long process of historical evolution, which according to Saint-Simon 
commenced in the twelfth century with the enfiranchisement of the 
communes and culminated in the French Revolution, had prepared 
the way for it.* At least industry is the one cardinal feature of the 
present day. 

The political concerns of his contemporaries were regarded with 
some measure of despair. The majority of than were engaged either 
in defending or attacking the Charter of 1814. The Liberals were 
simply deceiving themselves, examining old and meaningless fi>rmuhe 

^ VOrgamsateuTt Part I, 1B19, pp. 10-20. . This passage was republished by Olinde 
Rodrigues in 1832 under the title of Urn ParaboU politique in a volume of miscellaneous 
writiiqpi by Saint-Siinon, with the result that Saint-Simon was prosecuted before the 
Ckmr d*AaBiscs. He was acquitted, however. 

* **Wtth the enfianchisement of the communes we shall witness the nuddle classes 
at last in eqjoynientofthetr liberty, setting up as a political power. The essence of that 
power wifi amsist m freedom fr^ being imposed upon by others without consent. 
CkiKlually it will become richer and strong, at die same time growing in piditkad 
Importance and snqiroving its social position in every respect, with the re^ diat 
the othor dasset, which may be called the theok^cal or feudd classes, wifi dwindle 
m esdnmlion as wdS as in thdr real importance. Wheme I cemdude that die 
duttrial dasses must condnue to gam ground, and fomfiy to indude dm wlude of 
ioefoty. Sudi seems to be die ttendofdiing»--dmdirec^mm which we are 
(Littm i m diaAforia, (Eumtt VoL II, p. 166.) 
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such as ‘the sovereignty of the people/ ‘liberty/ and ‘equality’ — 
conceptions that never had any meaning/ but were simply meta- 
physical creations of the jurists,^ and they ought to have realized that 
this kind of work was perfectly useless now that the feudal regime was 
o^wrthrown* Men in future will have something better to do than to 
defeiKl the Charter against the ‘ultras.’ The parliamentary regime 
may be very necessary, but it is just a passing phase between the 
feudalism of yesterday and the new order of to-morrow,® That future 
order is Industrialism — a social organization having only one end in 
view, the further development of industry, the source of all wealth 
and prosperity. 

The new regime implies first of all the abolition of all class distinc- 
tion. There will be no need for either nobles, bourgeois, or clergy. 
There will be only two categories, workers and idlers — or the bees and 
the drones, as Saint-Simon puts it. Sometimes he refers to them as 
the national and anti-national party. In the new society the second 
dass^ is bound to disappear, for there is only room for the first. This 
class indudes, besides manual workers,® agriculturists, artisans, manu- 
facturers, bankers, savants, and artists.® Between these persons there 

^ ** Industry is the basis of liberty. Industry can only expand and grow stfong 
with the growth of liberty. Were this doctrine, so old in fact but so new to many 
peqpl^ once fully grasped instead of those fictitious dreams of antiquity, we should 
have heard the last of such sanguinary phrases as * equality or death.*** (tEtnvif, 
VoL 11 , pp. 

® ‘‘Lawyers and metaphysicians are wont to take appearance for reality, the name 
for the th^.** Must,, (Stores, Vol. V, p. 12,) 

® “Parliamentary government must be regarded as an indispensable step in the 
direction of industrialism.’* {QSuvrss, VoL III, p. 22.) “It » absolutely necessary if 
the transition &om the essentially arbitrary regime which has existed hitherto is to 
be replaced by the ideal liberal regime which is bound to come into being by and 
by/* (ihkL, p. 21.) 

® Writing in 1803 ^ kis Lettns d*un HuHtant de Genhe, he uses the following words: 
“Every one will be obliged to do some work. The duty of employing one’s personal 
sfoiltty in finthering the interests of humanity Is an obligation ^t rests upon the 
Shoulders of every one.” (CEuvm, Vol. I, p. 55.) 

® “I find it essential to give to the term ‘labotir’ the widest latitude potsibfo. The 
civil servant, the sdentist, the artist, die manufacturer, and the agriculturist are all 
working as cotainly as the lifoourer who dlls the ground or the porter who shoulders 
hk burden.** (Intnxlucdon to Travaux xmUifiqms, (Euura Msies, VoL I, p. 221.) 

® The natkmal or industiial party uKludes the following classes: 

Ah who dU the land, as wdl as any who direct their operadons. 

a. AH ardsans, ntamifacturen, and menhants, aH carriers by land or by sea, as 
WcH as every qoe whose labour serves direedy or Indirectly for the production or die 
ndHaatkm dt commodities; all savants who have consecrated their talents to the 
atody of M posidve sdences, aH ardsis and liberal advooitet; “the smaU number of 
pcieMi who preadim healthy m^naHty; ami, fimdiy, aU dtiaens vdso wiilsngly employ 
eidser their tsdents or their means in foceing producers firom die uqiust supremacy 
eaerdsed over them by idle consumm.** 

“In the asid«natiooal pasty figure the noldes who labour for the reitcaradoo of the 
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ought to be no difFercncc except that which raults from thrir diflSsrent 
capacities, or what Saint-Simon calls their varying stakes in the 
national interest, “Industrial equality,” he writes, “consists in eadh 
drawing from society benefits exactly proportionate to his share in 
the State — ^tfaat is, in proportion to his potential ca]>acity and the use 
which he makes of the means at his disposal — induding, of course, his 
capital.”^ Saint-Simon evidendy has no desire to rob the capitalists 
of their revenues; his hostility is reserved for the landed proprietors. 

Not only must every social distinction other than that founded upon 
labour and ability disappear, but government in the ordinary sense 
erf the term will largely become imneccssary. “National association” 
for Saint-Simon merely meant “industrial enterprise.” “France was 
to be turned into a factory and the nation organized on the niodel of 
a vast workshop”; but “the task of preventing thefts and of checking 
other disorders in a factory is a matter of quite secondary importance 
and can be discharged by subordinates.”^ In a similar fashion, the 
function of government in industrial society must be limited to ‘ ‘ defend- 
ing workers from the unproductive sluggard and maintaining security 
and freedom for the producer.”* 

So frtr Saint-Simon’s industrialism’ is scarcely distinguishable from 
the ‘Liberalism’ of Smith and hb followers, especially J. B. Say’s. 
Charles Comte and Dunoyer, writing in their review, Le Censeur^ were 
advancing exactly shniiar doctrines,^ sometimes even using identical 
terms. “Plenty of scope for talent” and laissez-faire were some of the 
frivourite maxims of the Liberal bourgems. Such also were the aspira- 
tions of Saint-Simon. 

But it is just here that the tone changes.* 


old regime^ all priests who make morality consist of blind obedience to the decrees 
(rf Pope or clergy, owners of real estates, noblemen who do noddng, judges who 
exercise arbitrary jurisdiction, as well as soldiers ’vvdio support them — in a word, every 
one who is opposed to the establishment of the system that is most favourable to 
economy liberty.” (Le PwrH natwmd, in Le PoliUque, (Eueres, Vol. Ill, pp, 202-204.) 

^ Sj^st, utdusL, (Euam^ Vol. VI, p. 17, note. * iWrf., Vol. VI, pp. 91-92. 

» Ibid., VoL III, pp. 35-36. 

^ On this point see Hal^vy’s article in the Remie du Mois for December 1907, Les 
tdks ieemmques de SedetLSimon, and AlUx, article mentioiwd supra, p. 132. 

* In the fc^owii^ passage the opposition is very marked: "One must reeognii^ 
that nearly all Government measures which have presumed to infkience social pros* 
parity have simply proved harmful. Htmce people have come to tbe conclusion that 
die tat way m %^bich a Govomment can frurther the well-bdi^ of society h by 
letting it ukmc. But this method of looking at the question, however just it may seem 
when we consider it in rdatkm to the present political system, is evktatly false when 
it is adopted as a general i^dple. Ibe impression will remain, however, imtil we 
succeed in estabiislnng aimther political order.” (VOrgaeduaeur, {Eums, Vd. IV 
p. 201.) 

Later on the Saint-Simoniaai abandoned this idea and demanded Govecsutaital 
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Asrammg that France has become a huge factory, the most im« 
pc»:tant ta£^ that awaits the nation is to inaugurate the new manu* 
&ctujing r^[ime and to seek to combine the interests of the mbre* 
prmeurs with those of the workers on the one hand and of the consumers 
on the other. There is thus just enough room for government — of a 
kind. What k reqmred is the organizing of forces rather than the 
governing of men,^ Politics need not disappear altc^ether, but “must 
be transformed into a positive science of productive organization.’^* 

Under the old system the tendency was to increase the power of 
government by establishing the ascendancy of the higher classes over 
the lower. Under the new system the aim must be to combine all 
the forces of society in such a fashion as to secure the successful execu- 
tion of all those works which tend to improve the lot of its members 
either morally or physically.* 

Such will be the task of the new government, wh«re capacity will 
rqplace power and direction will take the place of command.* Apply- 
ing itself to the mcecution of those tasks upon which there is complete 
unanimity, most of them requiring some degree of deliberation and 
yet promptness of action, it will gradually transform the character of 
p^dcs by concentradng attendon upon matters affecting life or well- 
being — ^the only things it need ever concern itself with.* 

In CHrder to make his meaning clearer, Saint-Simon proposes to con- 
fix the executive power to a Qiamber of Deputies recruited firom the 
representatives of commerce, industry, manufacture, and agriculture* 
These would be charged with the final acceptance or re&sal of the 
legislative proposals submitted to them by the otiier two Chambers, 
composed exclusively of savants, artists, and engineers. The sole con- 

coamd of aU social rdatiotis. ‘*Far firom lulmittmg that the directive control of 
Govemment in tochd matters ought to be restricted, we bdieve that it ought to be 
extended until it includes every kind oi social activity. M<»reover, we believe that it 
should always be exercised, society to us seems a veritable hierarchy.’* {Ihcirim 
de Expoddon^ DmxUme Amk^ p. io8; Baris, 1830.) 

^ **Under die old regime men were consider^ inferior to things,” according to a 
brochure entitled Du Bmtrhons it du Siimrts (1822; (Etwru clmsiu, VoL 11 , p. 447)* 
”The object of the Wfw system will be to extend man’s hold over thmgs.” {(Euiru, 
V<d. IV, p. 81 .) ”ln the present state of education v^t the nation wants it not snore 
govmiineni;, bist mm cheap administration.” tfuhtsi.^ CStwru, Vol. V, p, S51.) 
E^pds, in ids bode wiiden in reply to Eugen Dfihrsng, makes use of identicsd terms 
io ^leaking ci the socsalist regime. ^^Whas the adininistradon of asid die 

^^Mion of die processes of im^uction take the place cd the goverrung of persons dfe 
will pot merely be abdished: it be dead.” &momt 

Satudistm^ Btesich translation by l^askine, p. 316; l^ms, igi t*) 

* Vd. I|, p. 189. 

^ Du Emdms $t duSitmts^ HBtwm Muu, VoL H, pp» 437*438. 

* DOr^miudiur, (Bkarru ihomu, Vd* XV, pp. 86 as^ 150*151. 

. Amddm»9 (Rmu* Vd. II, p« 188. 
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cem of all legislation would, of course, be the development of the 
country’s material wealth.^ 

An economic rather than a political form of government, adminis- 
terii^ things instead of governing men, with a society modelled cm the 
workshop and a nation transformed into a productive association 
having as its one object ‘‘the increase of positive utility by means of 
peaceful industry”® — such are the ruling conceptions which distinguish 
Saint-Simon from the Liberals and serve to bring him into the ranks 
of the socialists. His central idea will be enthusiastically welcomed by 
the Marxian collectivists, and Engels speaks of it as the most important 
doctrine which its author ever propounded.® Proudhon accepts it, 
and as a practical ideal proposes the absorption of government and 
its total extinction in economic organization. The same idea occurs in 
Monger’s Neue StaatsUhre^*^ and in Sorel’s writings, where he speaks of 
“reorganizing society on the model of a factory.”® 

It is this novel conception of government that most clearly dis- 
tinguishes Saint-Simon’s industrialism from economic Liberalism.® 

But, despite the fact that he gave to socialism one of its most fruit- 
ful conceptions, we hardly know whether to class Saint-Simon as a 
socialist or not, especially if we consider that the essence of socialism 
consists in the abolition of private property. It is true that in one 

^ This is not the only plan of government proposed by Saint-Simon, although it 
is the one most characteristic of him. It is to be found in U Organisatewr immediately 
after the Parable. We have to remember that Saint-Simon was very hostile to a 
Ck>vemment of savants. Power was to be placed in the hands of the industrial leaders 
— the savants were simply to advise. ** Should we ever have the misfortune to establish 
a political order in which administration was entrusted to savants we should soon 
witness the corruption of the scientists, who would readily adopt the vices of the cleiigy 
and become astute, despotic quibblers.** {Syst. indust, (Emres, Vol. V, p. i6i.) 

a Ibid,, Vol. VI, p. 96. 

a F. Engels, Herm Eugen Dukrings Umwdlzung der Wissenschqft, 4th ed.-^ p. 277. 
French translation, Paris, 191 1, p. 334. The whole of this chapter in Engels’s bc^k 
is fix>m the pen of Karl Marx. 

a French translation under the title V£tat sociaUste, Paris, 1906. 

* 'Hiis is the full text; “ The object qf socialism is to set up a new system of society 
based upon the woHcshop as a model. The rights of the society will be the customary 
rights of the factory. Not only will socialism stand to bendit by the existence of the 
industrial system which has been built up by capital and science upon the bads of 
technical development, but it will gain even more from that spirit of co-operation 
which has long been a feature of factory life, drawing out the best energy and die 
best skill of the workman.” Earlier in the same volume he writes: ‘^Everything will 
proceed In an orderly, economical fadtion, just like a factory.” (O. Smel, Le 
calisnii rlnobdiomudH, in Lt MmwemttU soeiaHste, November i and 15, 1905.) 

® Saint-Simon oft^ quotes. Say and Smith widi disdnet apjxroyaL But he charges 
Say with the Separation of politics horn economics inMead merging the iRarmer m 
the latter, and with inaHlity to realke to the hill extent what he “dimly saw, as tl 
were, In spite (d'himsdf; namely, that political economy k the one true foundadon of 
politict;” {Lttbru d m Amdrkam, (Emm, V(d. 11 , p. 185.) 
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celebrated passage he speaks of the transformation of private property.^ 
But it is quite an isolated exception. Capital as well as labour, he 
thought, was entitled to remuneration. The one as well as the other 
involved some social outlay. He would probably have been quite 
content with a purely governmental reform. 

^ Saint-Simon is classed among the socialists for two reasons: (i) the interest he 
takes in the condition of the poor; (2) his opinions concerning the necessity for reform- 
the institution of private property. But none of the texts that arc generally quoted 
seem to have the significance that is occasionally given them. With regard to the first 
point, a celebrated passage from the Nouveau Christianisme is the one usually quoted: 
*^Sodety should be organized in such a fashion as to secure the greatest advantage 
for the greatest number. The object of all its labemrs and aefivities should be the 
promptest, completest amcliorafion possible of the moral and physical condition of 
the most numerous class.” (CEuvres, Vol. VII, pp. 108-109.) Already in his SysUm 
indusiriel Saint-Simon had said that the direct object which he had in view was to 
better the lot of that class that had no other* means of existence than the labour of its 
own right arm. {Ibid,, Vol. VI, p. 8i .) But is this hot just the old Benthamite formula 
— the greatest g<^ of the greatest number? Besides, how does Saint-Simon propose 
to secure all this? By giving the workers more power? Not at all. “The problem of 
social organization must be solved for the people. The people themselves arc passive 
and listless and must be discounted in any consideration oC the question. The best 
way b to entrust public administration to the care the industrial chiefs, who will 
always directly attempt to give the widest possible scope to their undertakings, with 
the result that their efforts in this direction will lead to the maximum expansion of 
die amount of work executed by the mass of the people.” {Ibid., Vol. VI, pp. 82-83.) 
A Liberal economist would hardly have expressed it otherwise. 

As to the question of private property, Saint-Simon certainly regarded its trans- 
formation as at least possible. This is seen in a number of passages. ** Property should 
be reconstituted and established upon a foundation that might prove more favour- 
abfe for production,” says he in VOrgamsaieur. {Ibid., Vol. FV, p. 59.) Elsewhere, in 
a ktt^ writtai to the editor of the Journal giniral de la France, he mentions the fact 
tiiat he is occupied with the development of the following ideas: (i) That the law 
establishing the right of private property is the most important of all, seeing that it is 
the basis our social edifice; (2) the institution of private property ought to be 
constituted in such a fashion that the possessors may be stimulated to make the best 
possible use of it. {Ibid., Vol. Ill, pp. 43-44-) In his Lettres i un Amdrkam he gives 
the following r^um6 of the principles which imdcrlie the work of J. B. Say (an inci- 
dental proof of his attachment to the Liberal economists) : **The production of useful 
objects is the only positive, reasonable aim which political societies eax^ propose for 
themselves, and consequently the principle of respect for production and producers 
is a much more fhutful one than the other principle of respect for property and 
p f of m et o rs.” {Ibid., VoL II, pp. 186-187.) But aU that tills seems to us to imitiy 
is that the utfiity of property cemstitutes its l^^ality and that it should be organked 
witii a view to social utility. Admitting tiiat he did conceive of the necessity of a 
r e form of property, it does not appear that he intended this to mean anything b^ond 
a reform of land^ property. We have already seen how he regarded capital as a 
Ittiid of social outlay which demanded remuneratkm. The following passage bears 
eloquent testimony to hb respect for movable property: ** Wealth, generally speddng, 
a6l^ a proof of the manufacturers* ability even where that wealth b derived firom 
kliaited fkptiaie, whereas in the otiier dasses cd* society it b apparently true to say 
tiuti the ndier are ittforior in capacity to those who have receit^ leas education but 
have a szm^ fortune. Thb b a truth tiuit must play an important part in potitxve 
pohtict.** kedusi., (Euvres, Vol. V, p, 49, note.) 
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It would not be difficult, however, to take the ideal of indiistrialism 
as outlined by Saint-Simon as the basis of a demand for a much more 
radical reform and a much more violait attack upon society* Swii 
was the task which the Saint-Simonians took upoii themselves, and 
our task now is to show how collectivism was gradually evolved out of 
industrialism. 

II: THE SAINT-SIMONIANS AND THEIR CRITICISM OF 
PRIVATE PROPERTY 

Saint-Simon’s works were scarcely ever read. His influence was 
essentially personal, and the task of spreading a knowledge of his ideas 
devolved upon a number of talented disciples whom he had succeeded 
in gathering roimd him. Augustin Thierry, who was his secretary 
fn>m 1814 to 1817, became his adopted son. Auguste Comte, who 
occupied a similar post, was a collaborator in all his publications 
between 1817 and 1824. OHnde Rodrigues and his lather Eug^e 
were both among his earliest disciples. Enfantin, an old student of the 
Polytechnic, and Bazard, an old Carbonaro who had grown weary of 
political experiments, were ako of the number. Soon after the death 
of Saint-Simon his following founded a journal called Le Producteur 
with a view to popularizing his ideas. Most of the articles on economics 
were contributed by Enfantin. The paper lasted only for one year, 
although the number of converts to the new doctrine was rapidly in- 
creasing. All of them were persuaded that Saint-Simon’s ideas fur- 
nished the basis of a really modem faith which would at once supplant 
both decadent Catholicism and political Liberalism, the latter of 
which, in their opinion, was a purely negative doctrine. 

In order to strengthen the intellectual ties which already united 
them, this band of enthusiasts set up among themselves a sort of 
hierarchy having at its summit a kind of college or institution com- 
posed of the more representative members of the group, upon whom 
Ac title **faAcrs” was bestowed. The next lower grade was composed 
of ‘*sons,” who were to regard one anoAer as •‘broAers.” It was in 
1828, under Ae influence of Eugtoe Rodrigues, that Ae Saint- 
Simonians assumed this character of an organized sect. About Ac 
same time Bazard, one of Aeir number, was giving an reposition of Ae 
creed in a serir of popular lectures. These lectiues, dcHvered during 
Ac yearn 1828-30, and listened to by many men who woe afterwards 
to play an important part in Ac history of France, sudb as Ferdinami 
de Lemps^ A^ Carrel, H. Carnot, Ac broAors P6rdre, and Michd 
ChevaUar^ were published in two volumes under Ae title 
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de la Doctrine de Saud^imon. The second volume is more particularly 
ccmcemed with philosophy and ethics. The first includes the soda} 
doctrine of the school^ and according to Menger forms one of the most 
important expositions of modem socialism.^ 

UnfiiNtunately, under the influence of Enfandn the philosophical 
and mystical element gained the upper hand and led to the downfall 
of the school. 

The Saint-Simonians considered that it was not enough to take 
modem humanity into its confidence and reveal to it its social destiny. 
It must be taught to love and desire that destiny with all the ardour 
of romantic youth. For the accomplishment of this end there must 
exist a unity of action and thought such as a common religious con- 
viction alone can confer. And so Saint-Simonism became a religion, a 
cult with a moral code of its own, with meetings organized and churches 
founded in different parts of the country; and with apostles ready to 
carry the good tidings to distant lands. A striking phenomenon surely, 
and worthy the fullest study. It was a genuine burst of religious en- 
thusiasm among men opp>osed to established religion but possessed of 
fine scientific culture — ^the majority of whom, however, as it turned 
out, were better equipped for business than for the propagation of a 
new gospel. 

Enfantin and Hazard were to be the popes of this new Catholicism. 
But Hazard soon retired and Enfantin became supreme Father.’’ He 
withdrew, with forty of the disciples, into a house at M^nilmontant, 
where they lived a kind of conventual life from April to December 1831. 
Meanwhile the other propagandists were as active as ever, the work 
being now carried on in the columns of Le Globe^ which became the 
property of die sdiool in July 1831. This strange experiment was cut 
short by judicial proceedings, which resulted in a year’s imprisonment 
fenr Enfandn, Duverger, and Michel Chevalier, all of whom were found 
guilty of forming an illegal association. This was the signal for dis- 
persion. 

The last phase was the most extravagant in the whole history of the 
school, and naturally it was the phase that attracted most attendon* 
The simple social doctrine of Saint-Simon was overwhelmed by the 
new religion of the Saint-Simoniam, much as the Posidvist religion for 

^ The exact title is Doctrine de SamtSmm^ Ef^sitien, PremUre Annie, 1829, Our 
quotationi are taken horn the second edition (Para, 1830). One ought to mention, 
in ad^tson to these, the articles contributed by Enhmtin to Le Globe and republished 
under the tide of Semomie polUigm et PoMgue, in <me volume (2nd ed., 1832). But 
none of these articles is as interesdng as the Doctrine, and they only reproduce the ideas 
already discussed by Enfandn in ^ artkdes in Le Produetem. A new edidon of the 
wasfmldidi^ 1924 by Rivtdre^" edited by Bougid and Elie HaMvy. 
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a while succeeded in edipsing the Positive philosophy. Our concern^ 
of course, is chiefly with the social doctrine as expounded in the first 
volume of the Exposition, That doctrine is sufficiently new to be 
regarded as an original development and not merely as a r6sum6 of 
Saint-Simon’s ideas. Both Bazard and Enfantin had some hand in it. 
But it is almost certain that it was the latter who supplied the economic 
ideas/ and that to the formation of those ideas Sismondi’s work con- 
tributed not a little. The work is quite as remarkable for the vigorous 
logical presentation of the doctrine as it is for the originality of its 
ideas. The oblivion into which it has fallen is not easily explicable, 
especially if we compare it with the many mediocre productions that 
have somehow managed to survive. There are not wanting signs of a 
revived interest in the doctrines, and for our own part we are inclined 
to give them a very high place among the economic writings of the 
century. 

The Doctrine de Saint-Simon resolves itself into an elaborate criticism 
of private property. 

The criticism is directed &om two points of view — ^that of distribu- 
tion and that of the production of wealth, that of justice and that of 
utility. The attack is carried on from both sides at once, and most of 
the arguments used during the course of the century are here hurled 
indiscriminately against the institution of private property. The doc- 
trines of Saint-Simon contributed not a little to the success of the 
campaign. 

(a) Saint-Simon had already emphasized the impossibility of workers 
and idlers coexisting in the new society. Industrialism could hold out 
no promise for the second class. Ability and labour only had any claim 
to remuneration. By some peculiar misconception, however, Saint- 
Simon had regarded capital as involving some degree of personal 
sacrifice which entitled it to special remuneration. It was here that 
the Saint-Simonians intervened. Was it not perfectly obvious that 

' Despite the fact that the oral exposition of the doctrine was the work Bazard 
and was prepared for the press by his disciples — Hippdyte Carnot among^ others — 
most of the economic ideas contained in it must be attributed to Enfantin. Enfantin 
also was responrible for the majority of the economic articles that appeared in Le 
Fivdttcttur, But the doctrine set forth in Le Producteur difi^ considerably from that 
expounded in the Efpositim, Interest and rent are suljected to severe criticism as 
tributes paid to idleness by industry. Inheritance, on the other hand, though treated 
with scant sympathy, is not condemned. A lowering of the rate of interest woidd, 
Enfantin dunks, help to enfranchise the workers, and a sound credit system would 
solve the greatest of modem problems — that is, it would leconcile wbikeis and idlers^ 
‘‘whose interests will never again be confused with the general interest, inasmuch aa 
the possession of die fruits of past labour will no longer constitute a chdm to the 
enjoyment of the benefits of lal^ur in the present or future.*’ {Le Produdm^ Vol. II, 
p. 104.) These i^as are more fully developed in the Mipenttm, 
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private property in capital was the woret of all privileges? Tht Revolu- 
tion had swept away caste distinctions and suppressed the right of 
primogeniture, which tended to perpetuate inequality among mem- 
bers of the same family, but had failed to touch individual property 
and its jnivilege of ** laying a toll upon the industry of others.” This 
right of levying a tax is the fundamental idea in all their definitions of 
private property.^ Property, according to the generally accepted 
nu^aning of the term to-day, consists of wealth which is not destined to 
be immediately consumed, but which entitles its owner to a revenue. 
Within this category are included the two agents of production, land 
and capital. These are primarily instruments of production, whatever 
else they may be. Property-owners and capitalists — ^two classes that 
need not be distinguished for our present purpose — ^have the control 
of these instruments. Their fimetion is to distribute them among the 
workers. The distribution takes place through a series of operations 
whidi give rise to the economic phenomena of interest and rent.* 
Consequently the worker, because of this concentration of property 
in the hands of a few individuals, is forced to share the Suits of his 
labour. Such an obligation is nothing short of the ^ploitation of one 
man by another,^ an exploitation all the more odious because tiie 
inivileges are carefully preserved for one section of the community. 
Thanks to the laws of inheritance, exploiter and exploited never seem 
to change places. 

To the retort that proprietors and capitalists are not necessarily 
idle — that many of them, in fact, work hard in order to increase their 
incomes — the Saint-Simonians reply that all this is beside the point. 
A certain portion of the income may possibly result from personal 
effort, but whatever tiiey receive either as capitalists or proprietors 
can obviously only come fixmi the labour of others, and that clearly is 
exploitation. 

It is not the first time we have encountered this word ‘exploitation.’ 
We are reminded ci the fact that Sismondi made use of it,^ and the 
same term will again meet us in the writings of Marx and others. 
Nbne of them, howev^, uses it in quite the same sense, and it might 
be usdiil to distinguish here between the various meanings of a term 
whkji plays such an important rc^ in socialist literature and which 
lea& to so much confiision. 

^lsmondi> we know, rq^arded interest as the legitimate income of 
capital, bi^ at fht same time adnutted that the worker may be 
e3q:ifoited. 

^ I}ocii^ A SmtU-Mm/t, p, iBst, p. 190. p*93» 

* Sinniondfi term wss r^^kar ^spoliiulcm.’ See p. 19S. 
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Such exploitation, he thought, took place whenever the wagetf were 
barely sufficient to keep the wage-earner alive, althoi^h at Ae same 
time the mast^ might be living in luxurious ease. In other won^ 
Acre is exploitation whenever Ae worker gets less Aan a ‘just* wage. 
It is merely a temporary defect and not an ineradicable disease of dke 
economic system. It certainly does occur occa»onally, although Acre 
is no reason why it ever should, and it may be removed wiAout bring- 
ing Ac whole system to ruin. Conceived of in this vague fashion, what 
is known as exploitation is as difficult to define as the ‘just price* 
itself. It appears under several aspects, and is by no means peculiar 
to the master-servant relation. An inAvidual is exploited whenevw* 
advantage is taken of his ignorance or timi Aty, his weakness or isola- 
tion, to force him to part with his goods or his services at less than Ae 
‘just price* or to pay more for the goods or services of oAers than Aey 
arc really worth. 

The Saint-Simonians, on Ae oAer hand, considered Aat exploita- 
tion was an organic defect of our social order. It is inherent in private 
property, of which it is an invariable concomitant. It is not simply an 
incidental abuse, but Ae most characteristic trait of Ac whole system, 
for Ae fundamental attribute of all property is just this right to enjoy 
Ae fruits of labour wiAout having to undergo the irksome task of 
producing. Such exploitation is not confined to manual labourers; it 
applies to every one who has to pay a tribute to Ae proprietor. The 
erUrepreneur^ in his turn, becomes a victim because of Ae interest which 
he pays to Ae capitalist, who supphes him wiA the funds which he 
ne^.^ 

The entrepreneur's profit, on Ae oAer hand, is not Ae result of 
exploitation. It represents payment for Ae work of direction. The 
master may doubtless abuse his position and reduce Ac wages of Ae 
workers excessively. The Saint-Simonians would Aen agree wiA 
Sismondi in calling this exploitation. But Ais is not a necessity of the 
system. And Ae Saint-Simonians look forward to a future state of 
society in which exceptional capacity will always be able to enjoy 
exceptional reward.* This is one of Ae most interesting elements in 
their Aeory. 

^ “The mass of workers arc to-day exploited by those people whose property dicy 
use. Captains of industry in their dealings with proprietors have to submit to a 
simiiar l^d of treatment, only to a much les degree. But they bccasionaliy share in 
die privilege of the exploiters, for the full burden of exploitation falb up(Hi the workup 
classes— ^at is, upcm the vast majority of mankind.’^ (Doctrine de Saint^Simont p. 17^.) 

* “ It it our that proBts diminish while wages increase; but die tnrm ^ wages* 

at we use it includes the profits that accrue to the entretereneurt whose eammgs wo 
regard as the price of his labour.** (Le Prodmteut^ Vol. I, p. 345. The artkfk 
&ifantiti.) ^ ‘ 
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Marx conceives of esqdoitation as an organic vice inherent in 
capitalism. But with him the term has quite a different connotation 
that given it by the Saint-Simonians. Following the lead of 
obtain English socialists, Marx comes to the conclusion that the origin 
of exploitation must be sought in the present method of exchanging 
wealth. Labour, in his opinion, is the source of all value, and conse- 
quently interest and profit must be of the nature of th^. The enir^» 
pmmar's revenue is quite as unjust as the capitalist’s or landlord’s.^ 

This last theory, with its wholesale condemnation of income of 
every kind save the worker’s wage, seems much more logical than any 
of die others. But as a matter of fact it is much more open to criticism. 
If it can be demonstrated that the value of products is not the mere 
result of manual labour, then Marx’s idea falls to the ground. The 
Saint-Simonians were never embarrassed by any theory of value. 
Their whole contention rests upon the distinction between the income 
which is got fix>m labour and the revenue which is derived from 
capital, which every one can appreciate. It was a distinction which 
had already been emphasized by Sismondi, and no conclusion other 
than the ill^timacy of all revenue not derived from labour can be 
drawn from the premises thus stated. Some basb other than labour 
must be discovered if this revenue is ever to be justified, and a new 
defence of {wrivate property must somehow be attempted. 

The ex^encies of production itself may supply such justification. 
Private property and the special kind of revenue which is derived 
from its possession justifies itself, in the opinion of a growing number 
of economists, on account of the stimulus it affords to production and 
tl^ accumulation of wealth. This seems the most advantageous method 
of defence, and it is one of the grounds chosen by the Physiocrats.* 

But the Saint-Simonians from the very first set this argument aside 
and attacked the institution of private property in the interests of 
social utility no less than in the interest of justice. Production as well 
as distribution, in their opinion, demanded its extinction. 

^Wc mig^t *um up the difierent senses of the word ** exploitation*’ as used by 
Sismondi, the Saint-Simonians, and Marx respectively as follows: 

(1) Sismondi thinks that the worker is exploited whenever he is not paid a wage 
snSicsent to enable him to lead a decent existence. Unearned income seems quite 
legitimate, howev^. 

(2) Excitation exists, in the opinion of the Saint-Simonians, whenever a part of 
th^ material produce raised by labour Is devoted to the remuneration of proprietcav 

the <^>eration of cx-dinary social factors. 

(3) Marx speaks of exploitathm wh^^er a portion of the produce of labour it 
dievCd to the ranuneration of capital tither thmugh the existence social institu- 
liosis or the operation the laws of exdiange. 

*Seep.4$. 
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(i) This brings us to the second point, \diich Saint-Simon did Utde 
more than suggest, namely, whether the institution of private property 
as at present existing is in the best interests of producers. The Saint- 
Simonians hold that it clearly is not, so long as the present method of 
distributing the instruments of production continues. At the present 
moment capital is transmitted in accordance with the laws of inheri- 
tance. Individuals chosen by the accident of birth are its depositors, 
and they are charged with the most difficult of all tasks, namely, the 
best utilization of the agents of production. Social interest demands 
that they should be placed in more capable hands and distributed in 
those places and among those industries in which the need for those 
particular instruments is most keenly felt, without any fear of a scarcity 
in one place or a glut in another.^ To-day it is a blind chance that 
picks out the men destined to carry out this infinitely difficult task. 
And all the efforts of the Saint-Simonians are concentrated just on this 
one point — inheritance. 

Their indignation is easily explained. There is certainly something 
paradoxical in the fact to which they draw attention. If we accept 
Smith’s view, that government “is in reality instituted for the defence 
of those who have some property against those who have none at all” 
— a very narrow conception of the function of government* — inheri- 
tance is simply inevitable. On the other hand, if we put ourselves at 
the point of view of the Saint-Simonians, who lived in an industrial 
society where wealth was regarded, not as an end, but as a means, not 
merely as a source of individual income, but as the instrument of 
social production, it seems utterly wrong that it should be Idl at the 
disposal of the first comer. The practice of inheritance can only be 
justified on the ground that it provides a stimulus to the further 
accumulation of wealth, or that in default of a truly rational system 
the chances of birth are not much more open to criticism than any 
other. 

Such scepticism was little to the taste of the Saint-Simonians. But 
they were firmly convinced that all the disorders of production, 
whether apparmt or real, were due to the dispersion property 
according to the chances of life and death. 

Each individual devotes all his attention to his own immediate 
dependents. No general view of production is ever taken. There is 
no discernment and no exercise of foresight. Capital is wanting here 
and excessive there. This want of a broad view of the ne^ cf 
consumers and of the resources of production is the cause of th<^ 
industrial crises whose origin has given rise to so much Sruitim 

, ^ p. 191. * See p. 95, nc^ 
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speculation and so many errors which are still circulating in pur 
midst. In this important branch of social activity^ where so much 
disturbance 2ind such frequent disorder manifests itself, we see the 
/ e^ result of allowing the distribution of the instruments of produc- 
tion to be in the hands of isolated individuals who are at once 
ignorant of the demands of industry, of other men’s needs, and of 
the means that would satisfy them. This and nothing el^ is the 
cause of the evil.^ 

Escape from such economic anarchy, which has been so frequently 
described, can only become possible through collectivism — at least, so 
the Saint-Simonians thought.* The State is to become the sole inheri- 
tor of all forms of wealth. Once in possession of the instruments of 
production, it can distribute them in the way it thinks best for the 
general interest. Government is conceived on the model of a great 
central bank where all the wealth of the ooxmtry will be deposited and 
again distributed through its niunerous branches. The uttermost ends 
of the kingdom will be made fertile, and the necessaries of life will be 
supplied to ail who dwell therein. The best of the citizens will be put 
to work at tasks that will call forth their utmost efforts, and their pay 
will be as their toil. This social institution would be invested with all* 
the powers which are so blindly wielded by individuals at the present 
moment.* 

We need not insist too much on this project or press for further 
details, which the Saint-Simonians would have some difficulty in 
supplying. 

Who, for example, is to undertake the formidable task of judging of 
the capacity of the workmen or of paying for their work? They arc 
to be the ‘‘generals’’ — ^thc superiors who arc to be set free from the 

^ Doctrine^ pp. igi-iga. 

, * The; Saint-Simonians never make use of the term, but they describe the doctrine 
admirably. 

’ **We may provisionally speak of this system as a general system of banldng, ignoring 
for the time being the somewhat narrow interpretation usually placed upon that 
word. In the fint pU|ce, the system would comprise a central bank, which would 
directly represent the Government. This bank would be the depository for every 
kind wealth, of aU funds for productive purposes and all instruments of labour — 
in a word, it would include everything that is to-day comprised within die term 
*|uivate property.’ Depending upon this central bank would be other banks of a 
aeeofidary character, which would be, as it were, a predongatton of the former and 
woal4 supply it wi^ the means of coming into touch wi£ the principal localities, 
infrfrming the central institution as to their particular needs and their productive 
abffity. Widiin the area circumscribed for these banks would be other banks of a 
more spedalfred diaracter still, covering a less extenrive Bdd and inducting within 
aml^ the tenderer branches of the industrial tree. All wants would ^ finally 
iodised in the central bank and all effort would radiate from It.” (Dseftins, pp. 
aoy.) The idea n probably Enfimtin’s, for there is an expostdon the same idea in 
Vd. ni, p. $85. ^ 
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trammels of specialization and whose instinctive feelings will naturally 
ui^ them to think only of the general interest. The chief will be he 
who shows the greatest concern about the social destiny of the com« 
munity.i It is not very reassurii^, especially when we remember that 
even with the greatest men there is occasionally a regrettable confusion 
of general and private interests. 

But admitting the incomparable superiority of the ‘‘generals,” what 
of obeying them? Will the inferiors take kindly to submission or will 
they have to be forced to it? The first alternative was the one which 
they seemed to favour, for the new religion, “ Saint-Simonism,” would 
always be at hand to inspire devotion and to deepen the respect of die 
inferiors for their betters.* One is tempted to ask what would become 
of the heretics if ever there happened to be any. 

Further cridcism o£ this kind can serve no useful purpose, and it 
applies to every collective system, differing only in matters of detail. 
Whenever it is proposed to set up an elaborate plan of economic 
activity, directed and controlled by some central authority, with a 
view to supplanting the present system of individual initiative and social 
spontaneity, we are met at the threshold with the difficulty of setting up 
a new code of morality. Instead of the human heart with its many 
mixed motives, its insubordination and weaknesses, in place of the 
human mind with all its failings, ignorance, and error, are to be substi- 
tuted a heart and mind altogether ideal, which only serve to remind 
us how far removed they are fix>m anything we have ever known. The 
Saint-Simonians recognized that a change so fundamental could only 
be accomplished through the instnimentality of religion. In doing this 
they have shown an amount of foresight which is rare among the 
critics who treat their ideas with such disdain. 

It is more important that we should insist upon another fact, 
namely, that the Saint-Simonian system is the prototype of all the 
collectivist schemes that were proposed in the course of the caitury. 

The whole scheme is very carefully thought out, and rests upon that 
penetrative criticism of private property which differentiates it Scorn 
other social Utopias. The only equality which the Saint-Simonians 
demanded was what we call equality of opportunity — an equal 

^ Doc^rk$, p. aso, note. Elsewhere (p. 330): **Wc arc weary of every politica! 
principle that does not aim directly at putting the destiny of the people in die hands 
of the most able and devoted among than.** 

* “We caa» back with real joy to tfak great virtue, so Irequently misconceived, nm 
to say ndif^ietented, at the present time — that virtue whidi is so a»y and so del^t** ^ 
lui in pecsons who have a common aim which they want to attain, but whk^ is so 
painfbl and revolting when combined with egoism. This virtue of obedknoe is one 
to whi^ cair thoughts return ever with love.** (Jbid.t p» 330.) 
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dmnce axui the same starting-point for every one. Beyond that there 
is to be inequality in the interests of soda! production itself. To each 
ac<x>rding lb his capacity, and to every capacity according to the work 
which it has accomplished — such is the rule of the new society.^ 

An intoesting r6&um6 df the Saint-Simonians’ programme, given 
in a series of striking formulse which they addressed to the President 
of the Chamber of Deputies,^ is worth quoting: 

The Saint-Simonians do not advocate community of goods, for 
such community would be a manifest violation of the first moral law, 
which they have always been anxious to uphold, and which demands 
that in future every one shall occupy a situation becoming his 
capacity and be paid according to his labour. 

In view of this law they demand the abolition of all privileges of 
birth without a single exception, together with the complete extinc- 
tion of the right of inheritance, which is to-day the greatest of all 
privileges and includes every other. The sole effect of this system 
is to leave the distribution of social advantages to a chance few who 
are able to lay some pretence to it, and to condemn the numerically 
superior class to deprivation, ignorance, and misery. 

They ask that all the instruments of production, all lands and 
capital, the funds now divided among individual proprietors, should 
be pooled so as to form one central social fund, which shall be em- 
ployed by associations of persons hierarchically arranged so that 
each one’s task shall be an expression of his capacity and his wealth 
a measure of his labour. 

The Saint-Simonians are opposed to the institution of private 
property simply because it inculcates habits of idleness and fosters 
a practice of living upon the labour of others. 

(c) Critics of private property, generally speaking, arc not content 
with its condemnation merely from the point of view either of distri- 
bution or production. They almost invariably employ a third method 
of attack, which might be called the historical argument. The argu- 
ment genorally takes the form of a demonstration of the path which 
the gradual evolution of the institution of private property has hitherto 
ftdlowed, coupled with an attempt to show that its further transforma- 
tion along the lines which they advocate is simply the Ic^cal outcome 
of that process. The argument has not been neglected by the SainV 
Simonians. 

The history of this kind of demonstration is exceedingly interesting, 

^ The fbnnula in the third edition of the Doctrim b a little difierent. **Each one,** 
it tuns there, **ought to be endowed according to hk merits and rewarded according 
to Ml %voriu’* We know that the fint part d the finmula refos to the distribution of 
o^tM — to die irnmim^ts of labouO'-^Mdiile die second rCbn to Indivi^ial in-- 
comes. The word ^classed* was subtdtuled for 'endowed* in the second edttioii. 

* INibMiied as an appendix to the second edition of the Dselrim d$ Setal^buM, 
Hwmiks Amk^ 
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and the role it has played in literature other than that a sodalii^ 
complexion is of considerable importance. Reformers of every typc^ 
whether the iinmediate objective be a transformation of private 
property or not, invariably base their appeab upon a philosophy of 
history. 

Marx’s system is really a philosophy of history in which communism 
is set forth as the necessary consummation of all industrial evolution. 
Many modem socialists, although rejecting the Marxian socialism, 
still appeal to history. M. Vanderveide builds his faith upon it.^ So 
do Mr and Mrs Sidney Webb and all the Fabian Socialists. Dupont- 
White’s State Socialism is inspired by similar ideas, and so is the 
socialism of M. Wagner. Friedrich list has a way of his own with 
history; and the earliest ambition of the Historical school was to trans- 
form political economy into a kind of philosophy of history. If we 
turn to the realm of philosophy itself we find somewhat similar con- 
ceptions — ^thc best-known, perhaps, being Comte’s theory of the three 
estates, which was borrowed directly from Sadnt-Simon.* 

This is not the place to discuss historical parallels. The point will 
come up in a later chapter in connexion with the Historical school. 
What we would remark here is the good use which the Saint-Simonians 
made of the argument. All the past history of property was patiently 
ransacked, and the arguments of other writers who have extolled the 
merits of collectivism were thus effectually forestalled. 

“The general opinion seems to be,” says the Doctrine de SainP^imon^^ 

that whatever revolutions may take place in society, this institution 
of private property must for ever remain sacred and inviolable; it 
alone is firom eternity unto eternity. In reality nothing could be 
le^ correct. Property is a social fact which, along with other social 
facts, must submit to the laws of progress. Accordingly it may be 
extended, curtailed, or regulated in various ways at different times. 

This princiide, once it was formulated, has never failed in winning iht 
all^;iance of every reformer. Forty years later the Belgian economist 
^ In his small volume Le CollecHvisme (Paris, 1900). 

* littr^ has disputed Comte's indebtedness to Saint*Simon in his Auguste Comte et 
le Positwisme, Sa^t-Sim<m, however, in his preface to SysUme mdusiriel remarks that 
in political matters the jurists form a connecting link between foudal government on 
the one hand and ixulustrial government on the other, just as the meti^hyridans are 
inteitnediate between the theological and the scientific regimes. In a note whkh he 
adds he states his position still more clearly {(Ewjres, Vd. V, p. 9). It k true that 
the Systhtti imhtstriel dates from 1821, and is consequently subs^uent to the beginning 
of dm friendly relations between Comte and Saint-Simon. But textual evidence, 
however precise, cannot dedde the question of die reciprocal influence which ttoe 
two h^Uahs exercised upon one another. A similar idea had aheady found esxprtuskm 
in Turgot’s week. 

*?• * 79 - 
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Lavdeye, who has probably made the most thoroughly scientific study 
g£ the question^ used almost identical words in summing up his inquiry 
into the principal forms of property.^ 

The Saint-Simonians feel confident that a glance at the progress of 
this evolution is enough to convince anyone that it must have followed 
the lines which they have indicated. The conception of property was 
at first broad enough to include men within its connotation. But the 
r4[ht of a master over his slaves gradually underwent a transforma* 
tion which restricted its exercise, and finally caused its disappearance 
altogether. Reduced to the right of owning things, this right of 
possession was at first trarfimissiblc simply according to the proprietor's 
will. But the legislature intervened long ago, and the eldest son is 
now the sole inheritor. The French Revolution enforced equal distri* 
bution of iMoperty between all children, and so spread out Ac benefits 
vriiich Ac possession of Ac instruments of production confers. To-day 
Ae downward trend of Ae rate of interest is slowly reducing Ae 
advantages possessed by Ae owners of property, and goes a long way 
towards securing to each worker a growing share of his product.* 
There remains one last step which Ae Saint-Simonians advocate, 
which would secure to all workers an equal right to Ac employment 
of Ac instruments of production. This reform would consist in making 
everybody "a proprietor, but Ae State Ac sole inheritor. ‘‘The law 
6i progress as we have outlined it would tend to establish an order of 
things in which Ac State, and not Ae family, would inherit ail accumu- 
lated wealA and every oAer form of what economists call Ae funds 
€f production.”* 

These fects might be employed to support a conclusion of an entirely 
different character. That equality of inheritance vAich was preserved 
raAer Aan created by Ac French Revolution naight be t^en as a 
proof that modem societies are tending to multiply the number of 
individual proprietors by AviAng Ae land between an increasing 
nimiber of i^ citizens. But such discussion does not belong to a wmrk 

^ Another mistake that is also very general is to speak of property as if it were an 
institution vddi a fixed, unchai^^eable form, while as a matter of fact it has assumed 
various aspects and is still capable of further modification as yet undreamt of,” 
(LavAye, De la ProprUU tide ses Formes ffrimUives, ist cd., 1874, p. 381 .) Stuart Mill, 
in a letter addressed to Lavdeye on November 1% tSya, congratulate him on die 
demonstration he had given of this. (Ibid,, pre&ce, p. xiii.) 

•Note this argumoit, which has so frequendy been employed by Liberal econo* 
misti, arid vdikh we Aall come across in Bastiat’s work. The Saint*Simoniant are 
constantly ruimis^ with the hare as wdi as hunting widi the hounds. 

^DoOrme^ p. 182. Hie historical argument *of which we have just given a Aort 
summary is developed in the JDccirine, pp. lyp-ips. It is open to a still more fiinda- 
m^al criikhm, inasmuch as it does not seem to be historiodly accurate. 
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of this kind. Wc arc entitled to say, however, that the Saint^Simemian 
theory is a kind of prologue to all those doctrines that raimck the 
pages of history for arguments in favour of the transformation, or even 
the siq>pression, of private property. 

Here again the Saint-Simonians have merely elaborated a view 
which their master had only casually outlined. Saint-Simem also 
believed that in history we have an instrument of scientific precision 
equal to the best that has yet been devised. 

Saint-Simon, who owes something in this matter to Ckmdorcet, 
regarded mankind as a living being having its periods of infancy and 
youth, of middle and old age, just like the individuals who compose it. 
Epochs of intellectual ferment in the history of the race are exactly 
paralleled by the dawning of intellectual interests in the individual, 
and the one may be foretold as well as the other. “The future,” says 
Saint-Simon, “is just the last term of a series the first term of which 
lies somewhere in the past. When we have carefully studied the first 
terms of the series it ought not to be difficult to tell what follows. 
Careful observation of the past should supply the clue to the future.”^ 
It was while in pursuit of this object that Saint-Simon stumbled 
across the term ‘industrialism’ as one that seemed to him to expre^ 
the end towards which the secular march of mankind appeared to 
lead. From family to city, from city to nation, firom nation to inter- 
national federation — such is the sequence which helps us to visualize 
the final term of the scries, which will be some kind of “a universal 
association in which all men, whatever other relations they may 
possess, will be united.” ‘ In a similar fashion the Saint-Simonians 
interpret the history of individual property and predict its total 
abolition through a process of its gradual extension to all individuals 
combined with the extinction of private inheritance. 

The doctrine of the Saint-Simonians may well be regarded as a 
kind of philosophy of history.® Contemplation of the system fills them 
with an extraordinary confidence in the realization of their dreams, to 
which they look forward not merely with confidence, but with feelings 

^ Saint-Simon, Mhnmre introdwHfsur sa OmUstaiim am M, de Redem (iSis) 

Vol. I, p. laa). 

® Dodrine, p* 144. 

® The phiiosc^hy of history might be said to consbt of attempts to show that history 
is made up of aitemating periods of organic growth aid destructive criticism. The 
former periods are marked by unity of thought and aim, of feeling and action in 
society; the latt^ by a conflict of ideas and sentiments, by political and social insta- 
bility. The fonner periods are essentially religious, the latter selfish. Referm aid 
revolution are the modem manifestations of the critical nature of the period in width 
we live. Saint-Simonism would lead us into a definitely organic qpoch. ^stoi^ 
evedution seems to pennt to a religious and universal association. 
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of absolute certainty. Our predictions have the same origins and are 
based upon the same kind of foundations as are common to all 
sdmtific discoveries/’^ They look upon themselves as the conscious, 
voluntary agents of that inevitable evolution which has been foretold 
and d^ned by Saint-Simon.* This is one trait which their system has 
in common with that of Marx. But there are two important differences. 
The Marxians relied upon revolution consummating what evolution 
had begun, while the Saint-Simonians relied upon moral persuasion.* 
The Saint-Siinonians, true children of the eighteenth century that 
Aey were, believed that ideas and doctrines were sufficiently powerful 
agents of social transformation, while the Marxians preferred to put 
their hope in the material forces of production, ideas, in their opinion, 
being nothing better than a pale reflection of such forces.* 


Ill: THE IMPORTANCE OF SAINT-SIMONISM IN 
THE HISTORY OF DOCTRINES 

The doctrine of the Saint-Simonians consists of a curious mixture of 
realism and Utopianism. Their socialism, which makes its appeal to 
the cultured classes rather than to the masses, is inspired, not by a 
knowledge of working-class life, but by close observation and remark- 
able intuition concerning the great economic currents of their time. 

The dispersion of the school gave the leaders an opportunity of 

^ Doctrim, p. 119. 

p. 121. ^‘Man is not without senne intuitive knowledge of his destiny, but 
when soence has proved the correctness of his surmises and demonstrated the accuracy 
of his forecasts, when it has assured him of the legitimacy of his desires, he will move 
on with all the greater assurance and calmness towards a future that is no longer 
unknown to him. Thus will he become a hee, intelligent a^^nt working out his own 
destiny, which he hiinsdf cannot change, but which he may considerably expedite 
by his own efforts.** 

* This is developed at great length in the seventh lecture, DoeirirUy pp. an et seq. 

^ ** Politics,*’ says Saint-Simon, “have their roots in morality, and a people’s institu- 
tions are just the expression of their thoughts.” {(EmreSy Vol* III, p. 31.) “Philo- 
sophy,*’ he remarks elsewhere, “Is responsible for the creation of all the more Im- 
portant polidcai institutions. No other power would have the strength necessary to 
check th^ action of those that have already become antiquated or to set up others 
more in conformity with a new doctrine.” {Syst, mdust,, (EuoreSy Vol. V, p. 167.) 
He further insists upon the part which philanthropists may play in the creation of a 
new society. “One truth,” he writes, “that has been established in the course of 
human p rogre ss is this: a diunterested desire for the general well-being of the com- 
munity it a mme effective instrument of political improvement dian the conscious 
srif*r^asxiing action of the classes for which these changes will prove piost beneficial. 
In a wmd, ejKperience seems to dmw that those who ^uld naturally be most in- 
terei^ in the establishment o£ a new order of things are not those who show die 
grea^t dedte to bring it about.” {fEmr$Sy Vol. VI, p. 120.) It would be difBcult to 
imagiiie a neater refutation of Marxian ideas, especially the contention that the 
emancipation of the wmkers am only come foom the worlm themselves. 
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taking an active part in the economic administration of their own 
country, and we find them throwing themselves whole-heartedly into 
various schemes of a financial or industrial character. In 18^ the 
brothers Pireire founded a credit association which became the proto- 
type of the financial institutions of to-day. Enfantin took a part in 
the founding the P.L.M. Railway, which involved an amalgamation 
of the Paris-Lyons, Lyons-Avignon, and Avignon-Marseilles lines. 
Enfantin was also the first to float a company for the puijjose of making 
a canal across the isthmus of Suez. At the College de France Michel 
Chevalier defended the action of the State in undertaking certain 
works of a public character. It was he also who n^otiated the treaty 
of i860 with England, which was the means of inaugurating the era 
of commercial liberty for France. Other examples might be cited to 
show the important part which the Saint-Simonians played in nine- 
teenth-century economic history.^ 

More especially did they realize the enormous place which banks 
and institutions of a similar nature were boimd to have in modem 
industrial organization. And whatever views we may hold as to the 
rights of property, we are bound to recognize how these deposit banks 
have already become great reservoirs of capital firom which credit is 
distributed in a thousand ways throughout the whole realm of industry. 
Some writers, all of them by no means of the socialist way of thinking, 
would reproach the banks, especially in France, with their lack of 
courage in regulating and stimulating industry, which, as the Saint- 
Simonians foresaw, is a legitimate part of their duty.* The important 
part which they saw international financiers playing in the domestic 
affairs of almost every European nation during the Restoration period, 
coupled with their personal knowledge of bankers, helped the Saint- 
Simonians in anticipating the all-important role which credit was to 
play in modem industry. 

Equally remarkable was the foresight they displayed in demanding 
a more rigorous control of production, and in emphasizing the need 
for some better method of adapting that production to meet the 
exigeiicies ^ demand than is possible under a competitive system. 
The State obviously has neither the ability nor the inclination to dis- 
charge such functions, but so great are the inconveniences of competition 

on these points Weill, V&ok Saint’^momenne (1B96), and Charl^ty, Histom 
du Smn$-Smmsm 

* ‘*The object credit,'* says Enfantin (£eownme polMqm et PoUHquey p. 53), **in 
a society where one set of people possess the imtrura^nts of fnoduedon but lade 
capadty or desire to employ them, and where another have the cksire to wcMrk but 
are without the mdans, is to help the passs^ of these instrumaits horn the toner's 
possession into the hands of the latter." No better definition was ever givm. 
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that manufacturers arc forced to enter into agreements with one another 
in order to exercise some such control. This is nothing less than a 
partial application of the doctrine of Saint-Simon. 

In addition to the considerable personal influence which they were 
able to exercise over economic development, we have to recognize 
that in their writings we have the beginnings both of the critical and 
of the constructive contribution made by socialists to nineteenth- 
century econonucs. Their doctrine is, as it were, little more than an 
index to later socialist literature. 

In the first place one must be struck by the number of formulae to 
be met with in their work which have since become the commonplaces 
of socialism. “The exploitation of man by man” was a phrase that 
was exceedingly popular up to 1848. The term ‘class war,* which has 
taken its place since the time of Marx, expresses the same idea. They 
spoke of “the organization of labour” even before Louis Blanc, and 
employed the term ‘instrument of labour’ as a synonym for land and 
movable capital long before it was so used by Marx. Although we 
have not considered it necessary to group them with the Associationists, 
they have been as assiduous as any in proclaiming the superior merits 
rf producers’ associations. Moreover, they anticipated the use which 
the socialists would make of the theory of rent. In a curious passage 
written long before the time of Henry George they refer to the possi- 
bility of applying the doctrines of Ricardo and Malthus to justify the 
devotion o£ the surplus produce of good land to the general needs of 
society, thus anticipating the theory of another prominent socialist 
thinker.^ Other ideas might be mentioned, though not of a specifically 
socialist character. Thus the theory of profit-sharing, as far as oiu* 
knowlec^e goes, was first developed in an article in Le ProducUur.* 

The more one examines the doctrines of the Saint-Simonians the 
more conscious does one become of the remarkable character of these 
anticipatk>m and of the injustice of the oblivion which has since 
befidlen them. Marx’s fiiend Engek called attention to the “genial 
perspicacity of Saint-Simon, which enabled him to anticipate all the 
doebines of subsequent socialists other than those of a specifiodly 
economic character.”’ The specifically economic idea of whi<^ 
Engds speaks aiui whidi Saint-Simon, in hb opinion, did wrong to 
neglect was the Marxian theory of surplus value. We arc inclin^ to 

^Iketnmt p. 226. Qf. p. 223 for an eloquent pa»age denouncing Ricardo and 
Malthus, %diD, as the result of their **fHrofou^ researches into the question of mit,** 
u^lartahe to defend die institution of private property. 

’ The artkde is entitled De la Classe miorUre^ and may be found in Vol. TV of la 
PtaiucUur, See particularly pp. 308 et uq, 

’ Engek, Mmn Eufim Diih^s UmiMmii ^ WksmsduffU p* 377* 



THE IMPORTANCE OF 8 AINT^SIMONISM 239 

r 

the opinion that it was more of a merit than a fault to place socialism 
on its real foimdation, which must necessarily be a social one, rathd: 
than to found it upon an erroneous theory of value. 

But new formulae are not their only contribution. Due note was 
taken of that fundamental opposition which exists between economists 
and socialists and winch has caused all the conflicts and misimder* 
standings that disfigure the history of the century and resulted in their 
speaking an entirely different language. We shall try to define the 
nature of the conflict, in order, if possible, to help the reader over the 
difiiculties that arise jiat where the bifurcation of economic thought 
takes place. 

No attempt was made either by Adam Smith, Ricardo, or J. B. Say 
to make clear the distinction between the science of political economy 
and the fact of social organization.^ Property, as we have already had 
occasion to remark, was a social fact that was accepted by them 
without the slightest demur. The methods of dividing property and of 
inheriting it, the causes that determined its rise and the consequences 
that resulted firom its existence, were questions that remained outside 
the scope of their discussions. By division or distribution of wealdi 
they meant simply the distribution of the annual revenue between the 
various factors of production. Their interest centres roimd problems 
concerning the rate of interest or the rate of wages or the amount of 
rent. Their theory of distribution is simply a theory concerning the 
price services. No attention was paid to individuals, the social 
product being supposed to be divided between impersonal factors — 
land, capital, and labour — ^according to certain necessary laws. For 
convenience of discussion the impersonal occasionally becomes per- 
sonal, as when they speak of proprietors, capitalists, and workers, but 
that is not allowed to affect the general trend of the argument. 

For the Saint-Simonians, on the other hand, and for socialists in 
general the problem of distribution consists especially in knowing how 
property is distributed. The question is to determine why some people 
have property while others have none; why the instruments of produc- 
tion, land, and capital should be so unevenly distributed, and why 
the revenues resulting fiom this distribution should be unequal. For 
a consideration df the abstract factors of production the socialists are 
anxious to subititute the study of actual living individuals at sodal 
classes and the legal ties which bind them together. Thtst differing 

^ “The mi^fority of econcnniits, and especially Say, whose wwk we have just re- 
viewed, regard property as a &ctor whose origin and pro gress is no amcm of, 
tl^in, hut whose sodal utilsty alone concerns fiiem. The concepdon of a dndoD- 
dvely sodal order Is more fordgn still to the English Vneiters.** (l>opiriiie,pp.*^Mis imd 
22$.) exception is made in favour tf Sismondi or Ttrrgot. 
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omcqjtioiis of distribution have given rise to two different probl^ns, 
the primarily economic, the other social, and sufficient care has 
not always been taken to distinguish between these two currents, 
which have managed to coexist, much to the confusion of social 
thinking in the nineteenth century. 

Another essential difference between their respective points of view 
consists of the different manner in which economists and socialists 
conceive of the opposition that exists between the general interest and 
the interests of inffividuals. 

Classical writers envisaged it as a conffict between the interests of 
consumers — ue,, everybody — ^and the interests of producers, which 
are more or less the interests of a particular class. 

The Saint-Simonians, on the other hand — and in this matter their 
distinction has met with the hearty' approval of every socialist — ^tbink 
it better to regard it as between workers bn the one hand and idlers on 
the other, or between workers and capitalists, to adopt the cramped 
formula of a later period. The worker’s is the general interest; the 
particular interest is that of the idler who lives at the former’s expense. 
** We have on several occasions,” writes Enfantin, 

pointed out some of the errors in the classification adopted by most 
present-day economists. The antithesis between producer and con- 
sumer gives a very inadequate idea of the magnitude of the gap that 
lies between the various members of society, and a better differentia- 
tion would be that which would treat them as workers and idlers,^ 

The difference in the point of view natmally results in an entirely 
different conception of social organization. Economists think that 
society ought to be organized from the point of view of the consumer 
and that the genoral interest b fiiUy realized when the consumer b 
satbfied. Socialbts, on the contrary, believe that society should be 
organized firom the standpoint of the worker, and that the general 
interest b only fully achieved when the workers draw their full share 
df the social product, which b as great as it possibly can be.* 

There b one last element of difference which b very important. 
' Le ProducUur, Vol. Ill, p. 385. 

* In the preface to £cotumis poliHqui et F^ditique Enfantin again writes; AD questions 
oi political economy riiould be linked together by a commem princq>le, and in ordor 
tojudge of the social otilsty ofa measure or idea in economics it is abscdutely necessary 
tp coiner whether diis idea or measure is directly advantageous to the workers or 
whether it imfirectly contributes to the amelioration of their lot by discrediting idle- 
ness.” It is a pkaMre to be abb to concur in the opinion expressed by M. Hal^ 
. in \m ankle on Samt^imon (Mem du for December 1907), in which he main- 
Udas that das idea is the distinctive trait of Saint-Simon’s socblim. We have already 
called attaEftson to smother featme that seems to us equally important, namdy, 
n^ggested adbftitution of smtotrial adinhtinratkmfor |^ti^ fovemment. 
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Classical writers made an attempt to reduce the apparent dkorder of 
individual action within the compass of a few scientific laws. By the 
time the task was completed so struck w^e they with the profoimd har-^ 
mony which they thought they had discovered that they reno\mced all 
attempts at amelioration. They were so satbfied with the demonstra« 
don which they had given of the way in which a spontaneous social force, 
such as competition, for example, tended to limit individual egoism and 
to complete the triumph of the general interest that they never thought 
of inquiring whether the action of these forces might not be rendered a 
little less harmful or whether the mechanism might not with advantage 
be lubricated and made to run somewhat more smoothly. 

The Saint-Simonians, on the other hand — and in this matter it is 
necessary to couple with theirs the name of Sismondi — ^are convinced 
of the slowness, the awkwardness, and the cruelty with which span- 
taneous economic forces often go to work. Cionsequently they are con- 
cerned with the possibility of substituting a more conscious, carefully 
thought-out effort on the part of society. Instead of a spontaneous 
reconciliation of conflicting interests they surest an artificial recon- 
ciliation, which they strive with all their might to realize. Hence the 
innumerable attempts to set up a new mechanism which might take 
the place of the spontaneous mechanism, and the childish efforts to 
co-ordinate or combine economic forces. These attempts, most of 
them ai necessity unsuccessful, furnished the adversaries of socialism 
with their best weapons of attack. All of them, however, did not 
prove quite fi:uitless, and some of them were destined to exercise a 
notable influence upon social development. 

It is in the Saint-Simonian doctrine that we find these cobtrasts 
between political economy and socialism definitely marked and in full 
detail. It matters little to us to-day that the school was ridiculed 
that the eccentricities of Enfantin destroyed his propaganda work just 
when Fourier was pursiiung his campaign with great success. Ideas 
are the things that stand out in a history of doctrines. To us, at any 
rate, Saint-Sunonism appears as the first and most eloquent as well as 
the most penetrating expression of the sentiments and ideals that 
inspire nineteenth-century socialism.^ This a<xormts for the influence 

^ It k impoesibk not to make a special xnentkm of Antmi Menger’i eacelknt Htde 
book, J) 4 U Redit dm wdUn Arbdisirin^ (1886} (the English translafim^ with an 
excellent introduction by Professor Foxwell, k uj^ortunately out of print). It k 
indispensable in any hktory of sociahsm. We must also mention, with deep acknow- 
ledgmo^ Pttreto's Les Sj^lhnts smdisUs (Paris, 1902, a vok.)— ^ most originally 
critical work yet publish^ on thk subject, though not always nusst 
and Bourguin'i lit Si:^sUms sociaUsks it r£v<dk^ ictmumqut (Paris, 1906), as nontakh 
ing tl^ most sdentilic crifickm of die economic theories of socialkm* 
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it exerted on some of the most active minds of that period. We need 
name oniy Lamennab and Sainte-Beuve, fi>r instance, to show its 
attraction fin* thinkers the greatest diversity,^ even when they wexe 
disinclined to adhere wholly to its ‘doctrine/ 


CHAPTER III: THE ASSOCIATIVE SOCIALISTS 

The name Associative Socialists” is given to all those writers who 
belkve that voluntary association on the basis of some preconceived 
plan is suffident for the solution of all sodal questions. UnfcNrtunatdy 
the plans vary very considerably, aca>rding to the particular system 
chosen. 

Tliey dififer from the Saint-Simonians, who sought the solution in 
sodalizatimi radier than in association,* and thus became the founders 
of collectivism, which is qiiite another thing. The advocates of 
socialization always thought of ‘Sodety’ with a capital S, and of all 
the members of the nation as included in one collective organization. 
Hie term ‘nationalization' much better describes what they sought. 
Assodationism, on the otho: hand, more individualistic in character 
and fearing lest the individual should be merged in the mass, would 
have him safeguarded by means of small autonomous groups, where 
fedoation would be entirely voluntary, and any unity that might 
exist Would be prompted from within rather than imposed from 
without. 

On the other hand, the Assodationists must be carefully distin^ 
guished from the economists of the Liberal school. Fortunatdy this 
& not very difficult, for by means of these very assodations they claim 
to be aUe to create a new social miUeu. They are as anxious as the 
liberals for the free exercise of individual initiative, but tiiey believe 
that under existing conditions, except in the case d* a few privileged 

^ Satnte*Betive wrote to Buchez: have frit some sympathy for the movement at 
a whde rather than with its details, thou^ these pei^ps are not yet dear in my 
mihcL^ (Cm^foiidam gMraU dt Samte-Biiwe, Vd. Ill, p. 93$, pudidied by Jean 
Bonnerot, Para, 1939.) For Sainte-Beuve's Saint-Simonian ideas see Maaime Leroy's 
inttesting bod^ La de SmnU-Beim (Paris, 1941), pp. 29-115. 

^^^Asspcialkkn, whidb is destined to put an end to antagonism, has not yet Ibund 
its Ulie Ibmi, Hitherto it has connsted of separate groups which have been at war 
with one aootber. Accordingly antagonism has not yet become extinct, but it 
tainly wiB as soon as association h» beemne untveml.” (Datirim d$ SamtSimoat 
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iiidividtials, this very initiative is being sixxothered. They believe that 
Kbcrty individuality never can expand unless transplanted into a 
new environment. But this new environment will not come of itsdf. 
It must be created, just as the gardener must build a conservatory if 
he is to secure a requisite environment. Each one has his own particu* 
lar recif^ for this, and none of them is above thinking that his own i$ 
the best.^ It is this conception of an artificial society set up in the midst 
of present social conditions, bound by strict limitations which to some 
extent isolate it firom its surroundings, that has won for the system its 
name of Utopian Socialism. 

Had the Associationists only declared that the social environment 
can and ought to be modified, despite the so^lled permanent and 
immutable laws, just as man himself is capable of modification, they 
would have emmeiated an important truth and would have forestalled 
all those who are to-day seeking a solution of the social question in 
syndicalism, in co-operation, and in the garden-city ideal. 

On the other hand, had they succeeded in carrying out their plans 
on an extensive scale, if we may judge by the desire to evade them on 
the part of those experimented on, it seems probable that the new kind 
of liberty would have proved less welcome than the liberty which is 
enjoyed under the present constitution of society. 

They would have been very indignant, however, if anyone had 
charged them with desiring to create an artificial society. On the 
contrary, their claim was that the present social enviroiunent is arti- 
ficial, and that their business was not to create but merely to discover 
that other environment which is already so wonderfully adapted to 
the true needs of mankind in virtue of its providential, natural harmony. 
At bottom it is the same idea as the ‘natural order* of the Physiocrats,^ 
much as their conception differs firom that of the Physiocrats — an 
incidental proof that the order is anything but ‘natural/ seeing that 
it vaiies with those who define it. Some of their sayings, howevor, 
might very well have been borrowed directly fix>m Quesnay or Mercier 
de la Rivifarc — ^for example, that of Owen’s in which he speaks of the 
conunune as God’s spedal agent for bringing society into harmony 
with nature. It is just the “good despot” of the Physioqrats over again. 
Or take Fourier’s comparison in which he ranks himself with Newton 

1 In Owen's paper, the Eetmmist, for August 1 1 , i8ai, we meet with the foliowkig 
words: “The leaet is outl . . . The object sought to be obtained is not m 

rank or possdsioni. Is not rf goods, but foil, complete, unrestrained co- 

operatfon on foe part of all the members for every purpose of social life." Fourier 
writes in a strain: “Association holds the secret of the uxuon of iiitpresti.“ 

{Asm. Voh I, p. m-) Elsewhere he writes: “To-day, Good Friday, I 

discovered the secret of association.** v. j 
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as the discoverer of the law of “attraction of passion/’ and believes 
tlmt his “stroke of genius/’ as Zola calls it, lies in knowing how to 
utilize the passions which God has given us to the best advantage. 

What is still more interesting is that this newer socialism marks a 
veritable reaction s^gainst the principles of 1789,^ The Revolutionists 
he^ed every form of association, and suspected it of being a mere sur- 
vival of the old regime, a chain to bind the individual. Not only was 
it omitted from the Declaration of the R^hts of Man,* but it was 
formally prohibited in every province — ^prohibitions which have been 
withdrawn only quite recently. It is difficult to imagine a greater 
contrast to the spirit of the Revolution than the beliefr which inspired 
Owen, Fourier, and Cabet, the founders of the new order. 

But the men of 1789 were not so far wrong, nor were they deceived 
by their recollections of corporations and guilds, when they expressed 
the belief that any form of association was really a menace to liberty. 
There is an old Italian proverb which states that every man who has 
an associate has also a master. The Liberal school has to a certain 
extent always shared these apprehensions, and ample justification 
might be found for them in the many despotic acts of associates, whether 
capitalists or workmen. 

But the ‘associative’ socialists of the early part of the last century 
were impressed, even more than Sismondi and Saint-Simon were, by 
the new phenomenon of competition. The mortal struggle for profit 
anumg producers and the keen competition for wages among working 
men which immediately ensued upon the disappearance of the old 
firamework of society seemed to them to wear all the hideousness of an 
apocalyptic beast. With wonderful perspicacity they predicted that 
such breakneck a>mpetition must inevitably result in combination and 
monopoly.* Voluntary association of a co-operative character (they 
paid hardly any attention to the possibilities of corporative association) 
appeared to supply the only means of suppressing this competition 

^ On the relations of socialism to the French Revolution sec the preceding chapter 
on Saint-Simon (p. 212, note). 

* The Dedaration of the Ri|^ts of Man spealcs oi liberty, property, resistance to 
opinression, but there is not a word about the risd^t of associadon. Tra^ association, 
one of the oldest and most democratic forms of association, was proscribed by the 
fosssous decree of Le Ghapelier (1791), and severe penalties were imposed upon 
associations of more than twenty persons by the P<mal Code of i8io. Thw prohibi- 
tions were gradually removed in the couiie of the nineteenth century. Friendly 
sodedes'were the first to be set free, then followed trade unions, but these laws were 
imt definitely repealed until July r, 1901. 

* ^^It is obvbus that the present regime of free compedtion which is supposed to be 

necessary in the interests of oax stupid political economy, and which is further in- 
tended to keep motmpoly in check, most result in the growth of mtmqpoly in almost 
€my brands of (Victor Gonddd-aht, Frmcif^s de Sociaiimi^ 
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without either endangmng liberty or thwarting the Intimate ambi- 
tions of producers. And it is not very clear as yet that they were 
altogether mistaken in their point of view. 

The two best known representatives of this school are Robert Owen 
and Charles Fourier. Although they were contemporaries — the one 
was bom in 1771, the other in 1772^ — it does not appear that they 
ever became known to one another. Owen never seems to have paid 
any attention to Fourier’s system, and Fourier never refers to ^‘Owen’s 
communistic scheme” without showing some trace of bitterness. 
Indeed, it is doubtful whether he knew anything at all about it except 
from hearsay.* 

Such reciprocal ignorance does little credit to their powers of 
observation. Still, it is easily explained. Despite a certain similarity 
in their plans for social regeneration — ^for example, they both proceed 
to create small autonomous associations, the microcosms which were to 
serve as models for the society of the future, or the yeast which was 
to leaven the lump — ^and notwithstanding that after their deaths they 
were both hailed as the parents of one common offspring, co-operation, 
they spent their whole lives in two very different worlds. Wthout 
any rhetorical exaggeration and without makmg any invidious distinc- 
tions we may tmthfuUy say that Owen was a rich, successful manu- 
facturer and one of the greatest and most influential men of his day 
and country, while Fourier was a mere employee in the realm of 
industry, or a shop-sergeant,” as he liked to call himself. Later on 
Fourier became the recipient of a small annuity; but his reputation 
only spread dowly and with much difficulty among a small circle of 
friends. Ckmtrary to what might have been expected, the millionaire 
manufacturer was the more ardent socialist of the two. A militant 
communist and an anti-cleric, he loved p>olemics, and advanced his 
views both in the Press and on the platform. His humble rival was 
just a grown-up boy with the habits of an old woman. He scarcely 
ever left his house except to listen to a military band; he wrote sedu- 
lously, attempting to turn out the same number of pages each day, 
and spent most of his life on the look-out for a sleeping partner, who, 
unfortunately, never turned up. 

^ Fourier’s first book, Les QjiiUrt Matwements, was puUished in tfioS, and bis last, 
La Fmtsst Jndustm, in 1836. Owen’s earliest work, A Mew View of Soeiefy; or Essies m 
the Fmmam of HmanCharactert was 18x3, and his last work, TheHwmta 

Race gwtemed wWmA PuniskmuU^ in 1858. 

*** According to details stq^iied by journalists, Owen’s esta&xsbments seem le 
have at least three serious drawbacks which must incvitaldy de^roy the whale enter- 
prise — die numbers are excessive, equality is one of his ideals, and there is norefetenoe 
to agnoiltttre.” ( 4 M/ Voi 
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Other writm o[ whom we shall have something to say in connexmn 
wi^ this school are Louis Blanc^ Leroux, and Cabet. 


I: ROBERT OWEN 

Robert Owen of all socialists has the most strikingly original^ not 
to say unique, personality. One of the greatest captains of industry 
of his time, where else have we such a commanding figure? Nor is 
hk socialism simply the philanthropy of the kind-hearted employer. 
It is true that it is not revolutionary, and that he could not bring 
himself to support the Chartist movement, which seems harmless 
enough now.^ He never suggested expropriation as an ideal for 
working men, but he exhorted them to create new capital, and it is 
just here that the co-operative programme differs fi*om the collectivist 
even to this day. But for all practical purposes Owen was a socialist, 
even a communist. Indeed, he was probably the first to inscribe the 
word ‘socialism* on his banner.® 


^ De^te the fact that Chartism was essentially a working-class movement, con- 
trolled by the Working Men's Association, its demands were exclusively political, the 
chief of them being universal suffrage. 

* It is quhe possible that Owen regarded the term as his own invention, but we 
now know that it had been previously employed by Pierre Leroux, the French 
socialist. The publication of Owen's What is Socialism? in 1841 , however, is the earliest 
instance of the term being employed as the title of a book. 

Owen lived an extremely active life, and died in 1857 at the advanced age of 
^^ity-fieven. Of Welsh artisan descent, he began life as an apprentice in a cotton 
factory, setting up as a master spiimer on his own account with a capital of £100, 
which he had borrowed from his father. His rise was very rapid, and at the age of 
thirty be found himself co-proi»ietor and director of the New Lanark Mills. It was 
then diat he first made a name for himself by his technical improvements and his 
mod^ dwellings for his workmen. It was at this period that hb ideas on education 
also took shape. By and by it became the fashion to make a pilgrimage to view the 
factory at New Lanark, and among the vbitors were several very dbtinguished peo|de. 
lfiacorresp<mdents also included more than one royal personage. Ameu^ these we 
may specify mention the King of Prussia, who sou^t hb advice on the question of 
educadon, and the King of Holland, who consulted him on the question of chanty. 

The erbb of 1815 revealed to Owen the serious defects in the economic order, and 
dm marks the beginning of the second period of hb life, when be dabbled in com- 
munal experiments. In 1825 he founded the colony of New Harmony in Indiana, and 
the same year witnessed the establishment of another colony at Orbbton, in Scotland. 
But these lasted only for a few years. In i8$2 we have the National Equitable Labour 
Ikciiange, wbidi was xmt much more mccesifial. 

Owen, shety-three years of age, and thoroughly disappointed with hb experiments, 
but as convinced as ever of die truth of hb doctrines, entered now upcm the third 
period of hb Hfe, wUch, as it happened, was to be a foirly long one. Tl^ period was 
to be ckvoted to propagating die gospel of the New Moral Work !— Mw 

Motal being die tide of hb chief woi^ of the newspaper which he first pub- 

Mtedtowaneb the endof 1834. He toch an active part in the TracfeUnicmiiioveiztont, 
bed does not seem to have, been muxh biteieded In the co-operative esqiersiiienli 
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His passion for Utopias did not prevent him from Initiating a nmnber 
of reforms and establishing several institutions of a thoroughly practieai 
character. Special mention ought to be made of his interest in the 
welfare of his workers, an inspiration that has been caught by several 
manufactiuers since. 

Nor must wc imagine, simply because we have placed him sdong 
with the Associative socialists, that association was the only solution 
that met with his approval. As a matter of fact there is scarcely a 
solution of any description which was not to some extent tried by 
him. 

Beginning with the establishment of model workshops in his fac- 
tory at New Lanark, there is hardly a suggestion incorporated in his 
exposition of socialism which was not attempted and even succes^ully 
applied in the course of his experiments there. Among them are in- 
cluded such important developments as workmen*s dwellings, refec- 
tories, the appointment of officials to look after the social and moral 
welfare of the workers, etc. 

These experiments had the further distinction of serving as a model 
for the factory legislation of the next fifty years. We have only to 
glance at the following programme of reforms effected by him to 
realize this: 

1. He reduced the hours of labour firom seventeen to ten per diem. 

2. No children under ten years of age were employed, but free 
education was supplied them in schools built for the purpose. 

3. AH fines — ^then a common feature of all workshops— were 
abolished.^ 


vdiich were sugrted by the Rochdale Pioneers in 1844, although curiously enough 
this is his chief claim to fame. 

Owen was in no sense a littiraUtary being essentially a man of afiairs, and we are 
not surprised to find that the number of books which he has left behkui him is smalL 
But he was an xnddadgable lecturer, and wrote a good deal for the press. We must 
confess, however, that it is not easy, as we read his addresses and articles to-day, to 
account for the wonderful contemporary success which they had. 

Hiere is an excellent French work by Doll^ans dealing with his Hie and doctrii^ 
(1907). Hic best l^lish life, that of Podmore, Is unfortunately out print. 

^ To his fellow employers who complained of his almost revolutionary ptcpoBah 
Owen made reply as follows — and hb words are quite as true now as they were then: 

Experience must have taught you the difference between an efiSdendy equipped 
factory wife its mafeinery always clean and in good working order and one in vddch 
fee machinery is filthy and out of repair and working only wife the greatest amount 
of friction. Now if the care which you bestow upon maifeinery can give you such 
exceUent results, may you not expect equally good results fiom care spent uptm 
human beings, wife their Infinitely superior structure? Is it not quite nifenrai to 
conclude feat feese infinitely more delicate and complex mechanisms wiH also mcrease 
in force and cfficidicy and will be really much more economical if thev ar^ kept In 
good woiking condition and treated wife a certain measure of Mndness? Sucfe khafewsil 
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Sedag that neither his experiments nor his prestige as an employer 
were sufficioit to influence his fellow employers, he now tried to gain 
the syinpatbetic attention of the legislature. He turned first of all to 
the British Grovemment, and then to that of other countries, lookup 
to legislation to provide what he believed should have been supplied 
by the goodwill of the ruling classes themselves. 

Even before the days of Lord Shaftesbury he had inaugurated a 
campaign in favour of limiting the hours of children working in fac* 
tories. In 1819 the first Factory Act was passed, fixing the minimum 
age at which children might be employed at nine years, although 
Owen himself would have put it at ten. 

Discouraged by the little support which he obtained for his projects, 
ami having satisfied himself as to the unpotence of both patronage and 
legislation as forces of social progress, he turned his attention to a 
third possibility, namely, association. Association, he imagined, would 
create that new environment without which no solution of the social 
question was ever possible. 

I. THE CREATION OF THE BfILIEU 

The creation of a social mlku was the one impelling force that in- 
spired all Owen’s various experiments. This was his one desire, whether 
he asked it of the masters, the State, or of the workers themselves. 

He has thus some claim to be regarded as the fether of etiology — 
etiology beii^ the title given by sociologists to that part of their sub- 
ject which treats of the suborcUnation and adaptation tA man to his 
environment. His theory concerning the possibility of transforming 
the organism by influencing its surroundings occupies the same posi- 
tion in economics as Lamarck’s theory docs in biology. By nature 
man is neither good nor bad. He is just what his environment has 
made him, and if at the present moment he is on the whole rather bad, 
it is simply because his environment is so detestable. Scarcely any 
stress is laid upon the natmal environment which seezned of such 
supreme importance to writers like Lc Hay. Owen’s interest was in 
the social environment, the product of education and legblation or of 
deliberate individual action.^ Change the environment and the 

vmld do miich to remove the mental fttedon and irritation which aiways resulti 
whenever the nourishment is insufficient to keep the body in full productive efficiency, 
as well as to arrest deterioration and to prevent premature death.** 

^ Education is given a very prominent fdace in Owen’s system, and emee we accept 
hh philosophy we realize w^t an in^Kurtant place it was really bound to have. 
Eduodion wsu to make men, just as boots and caps are made. Were it not altogether 
to 0m puipose it would be interesdng to compare bis educational ideals with 
those ofBmuieau lunudined in 
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individual would be changed. He failed to see that this meant begging 
the whole question. If man is simply the product of his environment, 
how can he possibly change that environment? It is like asking a man 
to raise himself by the hair of his head. But the futility of such criticism 
will be readily appreciated if we remind ourselves that it is to such 
insignificant b^^innings as these that we owe the conception of the 
garden city. It was Owen’s concern for the worker and his great 
desire to provide him with a home where some degree of comfort and 
some measure of beauty might be obtainable that gave the earliest 
impetus to that movement. 

From a moral point of view this deterministic conception resulted 
in the absolute denial of all individual responsibility.^ Every noble 
or ignoble deed, every act, whether deserving of praise or blame, of 
reward or punishment, reflects neither credit nor discredit upon its 
author, for the individual can never be other than he actually 

There was all the more reason, then, why all religious influences, 
especially that of Christianity, should be excluded. This contempt for 
religion explains why Owen found so little support in English society, 
which revolted against what appeared like cynical atheism, although 
Owen himself was really a deist.* 

Economically, the doctrine of payment according to work rather 
than capacity was to result in absolute equality. For why diould 
higher intelligence, greater vigour, or capacity for taking pains entitle 
a man to a greater reward if it is all a question of environment? Hence 
Owen’s associations were to be communal. 

We need not here detail the history of his experiments in coloniza* 
tion. It is the usual story of failure and disappointed hopes. At last 
Owen himself was driven to the conclusion that his attempt to mould 
the environment which was to re-create society had proved unsuccess- 
ful. He renounced all his ambitions for building up a new social order, 
and contented himself with an attempt to rid society as at present 
constituted of some of the more potent evils that wore sapping its 
strength. And this brings us to his second essential idea, the abolition 
of profit. 

2. THE ABOLITION OF PROFIT 

The first necessity, if the environment was ever to be changed, was 

^ idea of respomit^tyr is one of the absurdest, and has deme a great deal of 
harm.** (CaUckism qf (As New Moral World, 1838.) 

* On ^e other hii^, Owen had great influence with the woHdng classes, and dm 
he attributed to the fact that, **freed fironi all reltgious prejudice, he was able to look 
upon men and human nature in g^eneral with in^te dbarity, and in that li|^t mep 
no loi^[er seemed responsiUe for their actions.*’ (Qpoted by Doll^ans.) 
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to get rid of profit. There was essential evil, the original sin. Profit 
was the forbidden firuit which had compassed the downfall of man 
and caused his expulsion from the Garden df Eden. Its very definition 
conveyed an implication of injustice^ for it was always defined as 
whatever was over and above cost of production. Products ought to 
be sold for what they cost; the net price is the only just price. But 
prc£t is not merely an injustice, it is a perpetual menace. Economic 
crises resulting fix>m over-production, or rather firom under-consump- 
tion,^ may always be traced back to an unhealthy desire for profit. 
The existence of profit makes it impossible for the worlrer to repurchase 
the product of his toil, and consequently to consume the equivalent 
of what he produced. Immediately it is completed the product is 
snatched up by a superior body which makes it inaccessible either to 
the maker <«* to the men who could furnish an equivalent amount of 
labour or who could offer as the price of acquiring it a value equal to 
that labour. 

The problem is to abolish this parasitism, and the first question that 
si^gcsts itself is whether the ordinary operation of competition, 
assuming it were altogether firee and perfect, would be sufficient to get 
rid of it. The economists declare that it would, and the Hedonktic 
school makes bold to affirm that under a regime of perfect competition 
the rate profit would fall to zero. But Owen •believed nothing of the 
kind.* He regarded competition and profit as inseparable, and if one 
was war the other was simply the spoils of conflict. 

Accordingly some form of combination must be devised which will 
suppress profit, together with *'all that gives rise to that inordinate 
desire for buying in the cheapest market and selling in the dearest.” 

^ like most of the economists smd socialists that time, Owen was very much 
impressed with the crisis of 1815. 

* On the other hand, there is this objection: 

Whenever profit forms a part of cost of production it is impossible to distinguish it 
fircan interett. In that case it is true that even perfect competition would not do away 
with profit, since it will only reduce the price to the level of cost of production. In 
tiiat case profit cannot be said to be eitiwr unjust or parasitic, for the product b sold 
exactiy for what it cost 

When profit does not enter into cost of production there is no possibility of cem- 
fisdng it with interest. It is simply the difiference between the sale price and the cost 
of the article. In this it is certainly parasitic, and would disappear under a 

n|^ne of perfect competitimi, which must to some extent destroy the monopoly upon 
wmeh sudi profit rests. 

IM the ^Ihictkm between profit and interest was not known in Owen's time, 
and Owen would have said that they are both one, and that if profit occasionally 
dassns a diare in the cost of production with a view to def^dng competition it has no 
to any such refuge, for cost of production should consist of nothing but the value 
of hfooiur imd tike wear mid tear ^ capital. Accordingly it ought to be got rid of 
atlQgetiiar. 
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But the instrument of profit is gold or money* Profits are 
realized in the form of money.^ Gold is an intermediary in every act 
ci exchange^ and its intervention goes a long way towards explaimng 
the anomaly of selling a commodity for more than cost price. The 
objective, then, must be money, and it must be replaced by labour 
notes, winch will supply us with a measiire of value altogether superior 
to money. Seeing that laboiir is the cause and substance of v^e, it 
is oxily natural that it should afford us the best means of measuring 
value. It is quite obvious that ample homage is paid to the Ricardian 
theory of value, but conclusions both novel and unproved are drawn 
firom it. 

The producer who wishes to dispose of his |Mroduce will be given 
labour notes in proportion to the number of hours which he has 
worked. In the same way the consumer who wishes to buy that product 
will be called upon to pay an equivalent number of labour notes, and 
so profit will be eliminated. 

The condemnation of money was not new, but what was original 
was the discovery that labour notes could supply the place of money, 
a discovery which Owen considered “more valuable than all the mines 
of Mexico and Peru.” It has truly been a wonderfiil mine, and has 
been finely exploited by almost every socialist. But it hardly squares 
with Owen’s communistic ideal, which aimed at giving to each accord- 
ing to his needs. The labour notes evidently imply payment according 
to the capacity of each. Besides, what is the use of any system of 
exchange that is not to be employed for purposes of distribution?* 

It remained to be seen whether this elimination of money could 
actually be realized in practice. An experiment to that effect was tried 
in London with the establishment of the National Equitable Labour 
Exchange. This was the most interesting experiment in the whole 
movement, although Owen himself was not very proud of his con- 
nexion with it. It took the form of a co-operative society with a central 
depot whwe each member of the society could deposit the product of 

^ **MetalUc money is the cause of a great deal of crime, injustice, and want, and it 
is one of the contributory causes which tend to destroy character and to make life 
into a pandemonium. 

**The secret of profit is to buy cheap and to sdl dear in the name of an artificial 
cfmceptkm of wealth which neither expands as wealth grows nor coxftracts as it 
diminidhei.’* 

* This contradktkm did not escape Owen. But we must not forget that he regarded 
dus merely as a compromise, and diat he looked forward to a time when the establish- 
ment of a communistic association with a new environment would lead to a complete 
solution problem. He began in the New Harmony colony by making pro roUt 
payment for the woric done, but the object was to arrive gradually at a state of cam- 
pHett equality whao no distinction was to be made between the service roisdered or , 
the labour given— with the result that the colony was extinct in six months. 
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his labour axKi draw the price of it in labour notes, the price depending 
upon the number of hours of work the product had cost, which the ‘ 
member himself was allowed to state. These products, or goods as 
they were now called, marked with a figure which indicated the 
number of hours they had taken to produce, were at the disposal of 
any member of the Exchange who wished to buy them. All that a 
member had to do was to pay the ticketed price in labour notes. 
And so every worker who had taken, say, ten hours to make a pair of 
stockings was certain of being able to buy any other article which had 
also cost ten hours’ labour. In this fashion every one got whatever his 
product had cost him, and every trace of profit automatically disap- 
peared. The profit-maker, whether industrial or commerical or merely 
an intermediary, was effectively removed, because producers and con- 
sumers ware brought into direct contact with one another, and so the 
problem was apparently solved.^ 

TTie experiment, which had about the same measure of success as 
the attempts to establish a communal colony in America, did not last 
very long. The slightest acquaintance with the laws of value would 

I The Labour Exchange, which was opened in September 1832, at first enjoyed a 
digfat measure of success. There were 840 members, and they even went the length 
of establishing a few branches. Among the chief causes of the failure of the scheme 
may be enumerated: 

(a) The associates, being themselves allowed to state the value of their products, 
naturally exaggerated, and it became necessary to relieve them of a task which 
depended entirely upon their honour, and to place the valuation in the hands of 
experts. But these e3q)erts, who were not at all versed in Owen’s philosophy, valued 
the goods in money in the ordinary way, and then expressed those values in labour 
notes at the rate of 6rf. for every hour’s work. It could hardly have been done on any 
odier plan. But it was none the less true that Owen’s system was in this way inverted, 
for instead of the labour standard determining the selling value of the product, the 
money value of the product determined the value of the labour. 

(t) As socm as the society began to attract members who were not quite as con- 
sdendous as diose who first joined it, the Exchange was Hooded with go(^ that were 
really unsaleaUe. But £or the notes received in exchange for these the authorities 
would be forced to give goods which possessed a real value, that is, goods which had 
been honestly marked, and which commanded a good price, with the result that in 
the long run there would be nothing left in the depot except worthless products. 
In short, the Exchange would be reduced to buying goods whi^ cost more than they 
were worth, and selling goods that really cost less than they were worth* 

Since the notes were not in any way r^iistered, anyone, whether a member of the 
aodety or nbt, could buy and sell them in the ordinary way and make a handsome 
profit out of the transaction. Hiree hundred London tradesmen did this by ofifering 
to take labour notes in payn^nt for merdiandise. They soon emptied the Exchange, 
and when they saw that nothing valuatde was left diey stopped taking the notes, mid 
dMs trkk was done. 

M. Denis vary apdy p<mtt out that ^e Exdumge was really of not mudi me to 
die wage-emner, who was not even allowed to own vdbat he had prodi;^ed. There is 
some doubt afier all a* to whether the systan would prove quite successfol in abolishing 
the wage-eamerb 
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have convinced the reformer of the futility of his attempt. But it 
marks an important departure in the history of economic doctrines as 
being the first of a long line of experiments designed to solve the same 
problem, but with very different methods. It is the same idea that 
inspires Proudhon’s Bank and Solvay’s Comptabilisme social. 

The particular mechanism wherewith the elimination of profit was 
essayed is really of quite secondary importance. But the essential idea 
which lay behind the whole attempt — ^namely, the abolition of profit — 
is at least partly realized in that solid and useful institution which is 
now found all over the world, and which was bequeathed to us by 
this aeperiment of Owen’s — ^the co-operative stores. Their first 
appearance dates from 1832, the year of the Bank of Exchange 
experiment, but it was not until ten years later that they assumed 
their present form as the outcome of the efforts of the Rochdale 
Pioneers. 

The co-operative retail societies have as their rule either to make 
no profits or to restore any profit that may accrue to their members 
in proportion to the amount of their purchases at the stores. In reality 
there is no profit, but simply a cancelling of insurance against risks 
which has been shared in by all the members. The process of elimina- 
tion is strictly in accordance with Owen’s method of putting producer 
and consumer in direct contact with one another with a view to getting 
rid of the middleman. But the elimination of profit is accomplished 
without eliminating money That close relation which Owen and a 
number of other socialists believed to exist between money and profit 
is purely imaginary. We know as a matter of fact that the highest 
profits are to be got under the truck system, in the Afiican equatorial 
trade, for example, where guns are exchanged at five times their value 
for caoutchouc reckoned at a third of its value, representing a profit 
of 1 500 per cent. The employment of money has brought such definite- 
ness into the method of valuation that the rate of profit per unit on a 
yard of cloth, say, has become almost infinitesimal. Such exactness 
of calculation would have been impossible under either the truck or 
the labour note system. 

The co-operative association, with its system of no profits, will for 
ev«r remain as^ Owen’s most remarkable work, and his fome will for 
ever be linked with the growth of that movement. But he was hardly 
conscious of the important part ^hich he was playing in the inaugura- 

^ This does not imply that consumers* associations, when they are better organized 
and federated, with Urge central depots at their command, will not take up dih 
project once again-^that is, will not try to di^^ense with money in their c ommerdai 
transaqtkms* They %sfiU certainly keep an eye on that problem. 

1 
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tion of the new movement. It is seldom that we meet with the word 
‘co-operation* in his writings, althmigh that is not a matter of any 
great consequence, because the term at that time had not the signifi- 
cance which it has to-day, being then simply synonymous with com- 
munism. Not only was Owen unwilling to assume any parental 
responsibility for the co-operative society, his latest offspring, but he 
e3q>ressly refused to consider it as at all representative of his system. 
Simps of that description seemed to him little better than philanthropic 
institutions, quite unworthy of his great ideal.^ Before passing judgment 
upon him it is only fair to remember that since those early days the 
character of the co-operative stores has been completely changed. He 
lived to see the establishment of the Rochdale society, with its twenty- 
right pioneers, six of whom were ardent disciples of Owen himself, 
and two of these, Charles Howarth amd William Cooper, were the very 
soul of that immortal association. But Owen was by this time seventy- 
three years of age, and he scarcely realized that a child had been born 
to him. This somewhat late arrival was to perpetuate his name, and 
more than any of his other schemes was to save it from oblivion. 

Owen had founded no school, unless of course we consider that the 
co-operatmis arc deserving of the title. There were, however, a few 
disciples who attempted to apply his theories. One of these was William 
Thmnpson, whose writings, forgotten for many years, have recently 
come in for a good deal of extravagant praise. His principal work, An 
Infuby into the Principles of the Distribution of Wealthy was published in 
As compared with Owen he reveals a greater depth of thought 
and shows a more thorough acquaintance with economic science, and 
he ought perhaps to be given premier place as the founder of socialism. 
But, as we have pointed out in the Prefitce, we cannot readjust the 
judgment of history, and we are bound to accept the names which 
tradition has made sacred. And if a person’s rank in history is to be 
measured by his influence rather than his talent, then Thompson’s 
influence was nil, for at the time his work seems to have passed almost 
unnoticed. 

We will only remark that Thompson’s grasp of the idea that labour 
does not enjoy all it produces is much firmer than Owen’s. This 
meant oparing the way tar a, discussion of surplus value and impro- 
thictive labour, of whidh more anon. He agrees with Owen in think- 
irrg that expropriation would not remedy the evil, and he also would 
rather build up a new form of enterprise in which the worker would 

^ Hiat wai Holyoake’f view (Histmy if CkhoperadoHp VoL I, p. 215). But, acoordiag 
to a pamge quoted by Doi^stis, Owea contenqplated making an apf^ to tbe 
co-operative sodetiei to come to the res&st of hit National Labour Exchange. 
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be able to retain for himself all the produce of his labour. This was 
precisely the co-operative ideal,^ 


II: CHARLES FOURIER 

Owen’s practical influence has been much greater than Fourier’s, for 
most of the important socialistic movements of the last century can 
easily be traced back to Owen. But Fourier’s intellectual work, when 
taken as a whole, though more Utopian and less restrained in charac- 
ter than Owen’s, has a considerably wider outlook, and combines the 
keenest appreciation of the evils of civilization with an almost uncanny 
power of divining the future.* 

To some writers Fourier is simply a madman, and it is difficult not 
to acquiesce in the description when we recall the many extravagances 
that disfigure his work, which even his most faithful disciples can only 
explain by giving them some symbolic meanii^ of which we may be 
certain Fourier would never have thought.* The term ‘bourgeois 
socialist’ seems to us to describe him fairly accurately, but its onploy- 
ment lays us open to the charge of using a term that he himself would 
never have recognized. But what are we to make of one who speaks 
of Owen’s communistic scheme as being so pitiable as to be hardly 
worth refuting; who “shudders to think of the Saint-Simonians and 
of all their monstrosities, especially their declamations against pro- 
perty and hereditary rights* — ^and all this in the flineteenth century”; 
who in his scheme of distribution scarcely drew any distinction between 
labour, capital, and business ability, five-twelfths of the product being 
given to labour, four-twelfths to capital (which is probably more than 

^ To the workers he wrote; “Would you like to enjoy yourselves the whole products 
of your labour? You have nothing more to do than simply to alter the directhtLofyour 
lahom. Instead erf working for you know not whom, workjfdr each (dher,** (Quoted by 
Foxwell in his introduction to Anton Menger’s The Right to the Whole Produce qf Labour.) 

• See the lecture on Les Prophitm de Fourier in Gidc’s Co-apiratum. 

• It is hardly necessary, however, to credit him with a greater amount of eccen- 
tricity than he actually possessed, and I seize this opportunity of refuting once mc^ 
a sto^ told by more than one eminent economist, attributing to him the statem^t 
that the members of the Phalanst^ would ail be endowed with a tail wiffi an eye 
at the end of it. The caricaturists of die period— -“Cham,” for ocample-^^resent 
them in that fashion. The legend doubtless grew out of the following passage from 
his worb, which is fimtastic enough, as everybody will admit. After pointing out 
that the inhabitants of other planets have several limbs which we do not possess, he 
proceeds; “There k one limb especially which we have not, and which possesses the 
fcdlowing v«ry uselitl chanu^teiisdcs. It acts as a support against fading, it is a powers 
fill means of d^ence, a superb ornament of gigantic force and wonderful dexterity, 
and gives a finish as well as lending support to every bodily movanent.” {Fmtsm 
hdustk, Vol. II, p. 5.) 

• Mouomt Moi^ Musiri^t p. 473. 
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it gets to-day) and three-twelfths to management; who outbid the most 
brazen-faced company promoter by offering a dividend of 30 to 36 
per <»nt., or for those who preferred it a fixed interest of 8 per cent.;^ 
who held up the right of inheritance as one of the chief attractions 
that would be secured by the Phalanst^; and who finally declared 
that inequality of wealth and “even poverty are of divine ordination, 
and consequently must for ever remain, since everything that God has 
ordained is just as it ought to be”?* 

To the men of his time, and to every one wiip has not read him, 
which means practically everybody, Fourier appears as an ultra- 
socialist or communist. That opinion is founded not so much upon 
the extravagance of his view or the hyperbolical character of his 
writing as upon the popular conception of the Phalanst^e, which was 
the name bestowed upon the new association he was going to create. 
Visions of a strange, bewildering city where the honour of women as 
well as the ownership of goods would be held as common property are 
conjured up at the mention of that word. Our exposition of his system 
must obviously begin with an examination of the Phalanstirc, upon 
the understanding of which everything turns. 

I. THE PHALANSTi;RE 

As a matter of fact nothing could be more peaceful than the pros- 
pect which the Phalanst^re presents to our view. Anything more 
dosely resembling < 5 wen’s New Harmony or Cabet’s Icaria or Cam- 
psmella’s CHvitas SoHs or More's Utopia would be difficult to imagine. 
Externally it looks for all the world like a grand hotel — a Palace Hotel 
on a gigantic scale with 1500 persons en pension. One is instinctivdy 
reminded of those familiar structures which have lately become such 
a feature of all summer and winter resorts, containing all manner of 
rooms and apartments, concert halls and lecture rooms, etc. All of 
this is described by Fourier with the minutest detail. No restrictions 
would be placed upon individual liberty. Anyone so choosing could 
have a suite of rooms for himself, and enjoy his meals in the privacy 
of his own room — that is, if he preferred it to the table Hotd 

life is generally open only to the few. The Phalanstd*e would have 
rocuns and tables at all prices to suit all five classes of society, with a 
table in addition. 

*A humbo* of people living under the same roof and eating at the 
simac table, and adopting this as dieir normal everyday method of 

^ letter dated January 23, 1831, quoted by Pellarin, Vu de Fouritr (Paris, 1850). 

industriil, p. 26. For furtber details see (Ewres eheisiis d* Fourier, 
iriNh iiUixHiiicdoii by Charles Oidu, and Hubert BoitiEiii*s b% volume on Fourier* 
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living, sums up the element of communism which the scheme con- 
tained. And the question is naturally asked. Why should Fourier 
attach such supreme importance to this mode of existence as to make 
it the sine qua non of his whole system and the key to any solution of the 
problem? The answer lies in the conviction, which he fully shared 
with Owen, that no solution is possible until the environment is 
changed, and so changed that an entirely new type of man will result 
from it. 

Economically, of course, life under the same roof can offer to the 
consumer the maximum of comfort at a minimum of cost. Cooking, 
heating, lighting, etc., would under such coiMitions be cheaper and 
more efficient, and all the worries and anxieties of individual house- 
keeping would be swept aside. 

Socially a common life of this kind would gradually teach different 
persons to appreciate one another. Sympathy would take the place 
of mutual antipathy, which under the present regime, as Fourier 
eloquently remarks, shows an “ascending scale of hatred and a 
descending scale of contempt.’’ Besides, the multiplicity of relations 
and interests, and even of intrigues, which would occasionally enliven 
this little world would at any rate make life more interesting. 

On this double series of advantages Fourier is quite inexhaustible. 
He reckons up the economies with the painstaking care of an old clerk, 
and boasts the superiority of the table d^hote over the family meal with 
the enthusiasm of an old bachelor. The social and moral advantages 
seem somewhat more doubtful. It is not very obvious that contact 
with the rich would make the poor more polished or amicable, nor is 
it very clear that cither would be much happier for it. Fourier’s Utopia 
is already in operation in the United States, where, owing to the 
increase in the cost of living, the economic advantages of a communal 
life arc more fully taken advantage of. Not only are there a great 
number of bachelors living at the dubs, but young couples have 
recently made a practice of taking up their abode at the hotels. They 
are already on the way to the Phalanstire. 

This shows that Fovuier was considerably in advance of his time, 
and those who hold that doctrines, after all, arc always suggested, by 
fficts would find it difficult to discover anything pointing towards 
such communal experiments in the earlier part of the nineteenth 
century. 

His solution of the servant problem, which is becoming more difil- 
cult every day, has since been largely adopted. His suggestkm wim 
the substitution of collective few* individual services as being more eosm- 
patible with human dignity and independence, and the development 
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of industrial rather than dcnnestic producticm. Hiis has taken place 
in die case of bread-making and laundry work, and has been ex- 
tmded to house-sweeping (by meam of the vacuum cleaner), caupet- 
cleaning, etc. A further extension to the art of cooking has also taken 
pla<».^ 

2. INTEGRAL CO-OPERATION 

CSarefiil scrutiny of the internal arrangements of the Phalanst^e 
shows it to be something other than an ordinary hotel, after all. It 
may perhaps be regarded as a kind of co-operative hotel, belonging to 
an association and accommodating members of that association only. 
It is much more thoroughgoing than the ordinary co-operative society, 
which is just content to buy commodities as an association without 
making any real attempt to practise communism, except in those rare 
cases where a co-operative restaurant ii set up alongside of a co- 
operative warehouse. 

The “ Phalange,” not content to remain a mere consumers’ associa- 
tion, was to attempt production as well. Around the hotel was to be 
an area of 400 acres, with farm buildings and industrial establish- 
m^ts that were to supply the needs of the inmates. The Phalange 
was to be a small self-sufficing world, a microcosm producing every- 
thing it consumed, and consuming — ^as far as it could — ^all it produced. 
Occasionally, no doubt, there would be occasional surpluses or some 
needs would remain unsatisfied, and then recourse would be had to 
exdiange with other Phalanges. Every Phalange was to be established 
as a kind of joint-stock company. Private property was not to be 
extinguished altogether, but to be transformed into the holding of 
stock — a transformation of a capitalistic rather than of a socialistic 
nature. M. de Molinari states that the future will witness the almost 
universal application of the joint-stock principle, and he for one would 
wdbome iU extension. Fourier has forestalled his prophecy by three- 
quarters of a century, with an insight that is truly remarkable for the 
time in which he wrote, for joint-stock imdertakings were then exceed- 
ingly rare. He enumerates the msmy advsuitages which would result 
firom such a transformation in the nature of property, and he rotmdly 
dedares that share in such concerns is really more valuable, than 
any amount of land or mon^.” 

^ It is necessary to point out that Fourier’s suggestions for a solution of the domestic 
senmnt problem are really not quite so definite as we have given the reader to under- 
stand in die tact They are up with a number of otbor ideas da m<xe or las 

fimlatic description, but very suggestive neverthdess. This is especially true of die 
suggestion to transform d<xnatic service by making il mutually gratidtous — ^an Idea 
that Is wordi dunking about. 
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How were the extravagant dividends which he promised when 
propounding his scheme to be paid out? The usual method in financial 
and commercial transactions is to distribute them according to the 
holding of each individual. But such was not to be his plan. Capital 
was to have a diird of the profits, labour five-twelfths, and ability 
three-twelfths. ‘Ability,’ which signifies the work of management, 
was to devolve upon those individuals who were chosen by the society 
and were considered best fitted for the work. Fourier never realized 
that there was a possibility of the wrong man being chosen. He had 
no experience of universal suf&age, and he believed that within such a 
tiny group the election would be perfectly bona-fide. 

Associations known as Phalanges have actually been established in 
Paris, and to some extent at any rate they have realized the ideal as 
outlined by Foiuicr. The profits are divided in almost strict accord- 
ance with Fourier’s formula,^ and in order to emphasize their descent 
from him the members have caused a statue to be raised to his memory 
in their quarter of the town — the Boulevard de Clichy. 

Not content with giving us an outline of a co-operative productive 
society, Fourier has also left us an admirably concise statement of the 
problem that faces modem society. “The first problem for the econo- 
mist to solve,” says he, is to discover some way of transforming the 
wage-earner into a co-operative owner.”* 

The necessity for such transformation consists in the fact that this 
is the only way of making labour at once attractive and productive, 
for “ the sense of property is still the strongest lever in civilized society,”* 
“The poor individual in Harmony who only possesses a portion of a 
share, say a twentieth, is a part proprietor of the whole concern. He 
can speak of our land, our palaces and castles, our forests and factories, 
for all of them belong psu-tly to him,”* “Hence the role of capitalist 
and proprietor are synonymous in Harmony.”® 

The worker will draw his share of the profits not merely as a worker, 
but also as a capitalist who is a shareholder in the concern, and as a 
member of the directorate, in which every shareholder has a vmce. 
The administration of the business vdll form a part of his responsibili- 
ties. It is just what we are accustomed to call co-partnership. He will, 

^We were thinking especially of assodations like that of the painters under the 
leadership M . Buisson, where distribufion is as follows: labour 50 per cent., capital 
37 per cent., administration ta per cent. 

* Assomiion dmustique, Vol. 1 , p. 466. 

* p* Note that Fourier says that diis only applies to civilized sodetieii 
Fm* those whaUve m die future Harmony city there will be other midnmre powerM 
motives. 

* UmH imwerstlk^ Vol. HI, p. 517. 

*aid.,p. 4 $i. 
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moreover^ participate in ' the privileges and managemoit of the 
Phalange as a member of a consumers’ association. 

AU this se«ns very complicated, but it was a part of Fourier’s policy 
to transmute the divergent interests of capitalists, woricers, and con- 
sun^rs by giving to each individual a share in these conflicting interests.^ 
Under eristing conditions they are in conflict with one another simply 
because they are focused in different individuab. Were they to be united 
in the same person the conflict would cease, or at any rate the battle* 
ground would be shifted to the conscience of each individual, where re- 
conciliation would not be quite such a* difficult matter. 

A programme which aims, not at the abolition of property, but at 
the extinction of the wage-earner by giving him the right of holding 
property on the joint-stock principle, which looks to succeed, not by 
advocating class war, but by fostering co-operation of capital with 
labour and managing ability, and attempts to reconcile the conflicting 
interests of capitalist and worker, of producer and consumer, debtor 
and creditor, by welding those interests together in one and the same 
person, is by no means commonplace. Such was the ideal of the French 
wen^king classes until Marxian collectivism took its place, and it is 
quite possible that its deposition may be only temporary after all. 
Tlie programme which the Radical Socialists swear allegiance to, and 
which they set s^ainst the purely socialistic programme, is the main- 
tenance and extension of private property and the abolition of the 
wage-earner. By taking this attitude they are imconsciously following 
in the wake of Fourier.* 

^Thc system of integral association proposed by Fourier, incliwling both co- 
opesradve produedon and co-operadve dhtribudon, will be better understood if we 
look at the facts of the present situadon. 

On the one hand we have co-operadve associadons of producers who are not pardcu- 
lariy anxious that their products should be distributed among themselves; they 
simply produce the goods with a view to selling them and making a proBt out of the 
transaction. On the other hand, the distributing sociedes simply aim at giving their 
members certain advantages, such as cheaper goods, but they make no attempt to 
produce the goods which they need. 

In countries where co-operadve sociedes are properly organized, as they are in 
Ei^^Umd, £ot example, many of these sockties have undertaken to produce at least a 
part of what they cemsume, suid some of them have even acquired small estates for 
the purpose; but only a small proportion of the employees are members of the societies, 
vdth tl!« result that dieir position is not very different from that of other woridng 
tmm. One understands the di£Scuity of grouping people in this way. But if the aaio- 
ctadons are to live it is absolutely neccaiary that they fliould prodtice what they 
require under condidons that are more favourable than those of ordinary producers; 
In A word, diat they should be able to create a kind of new economic environment. 

Even in d^ colonies one does not fmd many instances d vigorous aasodadons of 
thb kind. 

*0>-paitnershq> as outlined by M. Briand b today an item in the progranune of 
die Radkal Bemocradc pasty. Le$ AcHons da Tretoml^ by M. Antom^ 
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3. BACK TO THE lAND 

The title at the head of this section is to-day adopted as a motto 
by several social schools. It also figured in Fourier’s programme long 
ago. Fourier, however, employed the phrase in a double sense. 

In the first place, he thought that there must be a dispersion of the 
big cities and a spreading out of their inhabitants in Phalanst^es, 
which would simply mean moderate-sized villages with a population 
of 1600 people, or 400 families. Great care was to be exercised in 
choosing a suitable site. Wherever possible the village was to be 
placed on the bank of a beautiful river, with hills surrounding it, the 
slopes of which would yield to ctiltivation, the whole area being flanked 
by a deep forest. It was not, as some one has remarked, intended as 
an Arcadia for better-class clerks,^ It was simply an anticipation oC 
the garden cities which disciples of Ruskin and Morris are building all 
over England. These are designed, as we know, not merely with a 
view to promoting health and an appreciation of beauty, but also to 
encouraging the amenities of life and to solving the question of housing 
by coimteracting the high rental of urban land. 

In the second place, industrial work of every description, fiu:tory 
and machine production of every kind, were to be reduced to the indis- 
pensable minimum — a condition that was absolutely necessary if the 
first rdbrm was ever to become practicable. Contrary to what might 
have been expected, Fourier fdt no antipathy towards capitalism, but 
entertained the greatest contempt for industrialism, which is hardly 
the same thing,* A return to the land, if it was to mean anything at all, 
was to mean more agriculture. But care must be taken not to interpret 
it in the old sense of tillage or the cultivation of cereals. It was in no 
measured terms that he spoke of the cultivation of com and the jnxxluc- 
tion of bread, which has caused mankind to bend under the cruellest 
yoke and for the coarsest nourishment that history knows. The only 
attractive forms of cultivation, in his opinion, were horticulture and 
arboriculture, apple-growing, etc., joined, perhaps, with poultry- 
keeping and such occupations as generally fall to the lot of the small- 
holder.* The inhabitant of the Phalanst&rc would be employed 

^ M. Faguet, lUmte des Dmx Mondes, August i, 1896. 

* ** Industrialism is the latest scientific illusion.” {QjuUre MowmimUf p. 28.) We 
must also draw attention to his suggestion for co-operative banks, where agrk^tumts 
could bring their harvest and obtiun money in exchange for it — a rough model of die 
agricultural credit banks. But he only regarded this as a step towards the Hialan sd^re. 

* The kinds of labour which Fourier selects as examples are always connected with 
fruit-growing---charry orchards, pear orchards, etc. Fruit and flowers have a v^ 
important place in his writings. He seems to have anticipated dte frult-^^iows^. 
rand^ of California. 

Witiwmt stopping to examine some of the more solid reasons— which untetunaldy' 
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almost exclusively in looking after his garden, just as Adam was before 
the Fall and Candide after his misfortunes. 

4. ATTRACTIVE LABOUR 

ITic attractiveness of labour was made the pivot of Fourier’s system. 
Whareva: we like to look, whether in the direction of so-called civilized 
societies or towards barbarian or servile communities, labour is every- 
where r^arded as a curse. There is no reason why it should be, and 
in the society of the future it certainly will not be, for men will then 
labour not because they arc constrained to cither by force or by the 
pressure of need or the allurement of self-interest. Fourier’s ideal was 
a social State in which men would no longer be forced to work, whether 
from the necesfflty of earning their daily bread or from a desire for gain 
w from a sense of social religious duty. His ambition was to see 
men work for the mere love of work, hastening to their task as they do 
to a gala. Why should not labour become play, and why should not 
the same degree of enthusiasm be shown for work as is shown by youth 
in the pursuit of sport?^ 

Fourier thinks this would be possible if every one were certain that 
he would get a minimum of subsistence by his work. Labour would 
lose all its coercive features, and would be regarded simply as an 
o{^rtunity for exercising certain faculties, provided sufficient liberty 
were given every one to choose that kind of work which suited him 
best, and provided also the labour were sufficiently diversified in 
character to stimulate ims^nation and were carried on in an atmo- 
sphere of joy and beauty. The sole object of the Phalanstirc, as we 
have already seen, was to make labour more attractive by creating a 
new kind of social life in which production as well as distribution would 
be on a co-operative basis and horticulture would take the place of 
agriculture. But Fourier was not content to stop at that, and he pro- 
ceeds to ^ow the importance of cmnbining diffinrent kinds of employ- 
ment. Some of his suggestions arc very ingenious; others, on the other 
haml, are equally puerile. The most notable of these is his proposal 
to bring individuals together into what he calls groups and series. A 

are btiried beneath a great deal of rubbbh—why fniit-growing should the place 

of i^priculture, we must just recall the curious £sct that he was always emphadbung 
die supmortty sugar and preserves over bread, and pelted to the ^divine instinct’ 
by wlddi chilihen are enalded to discover diis. The suggestion was ridiculed at the 
dme, but it to-day conhnned by some of the most eminent doctors and teachers of 

k interesting to contrast this view with BOcher’s, who thinks that the evohidon 
of Industry nmply increases iu irksomenett. A conception of regreidve or spiral 
cyqiotkm aught reco n cile the two vicwi. 
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parson would be allowed to join these groups according to Ins own 
individual preferences, and as it would not involve his spending his 
whole life in any one of them, he would be free to ‘flit* from one to the 
other. 

But it is about time we took leave of our guide. We cannot pretend 
to follow the twists and turns of his labyrinthine psychology, with its 
dozen passions, g£ which the three fundamental ones are the desire for 
change, for order, and for secrecy; nor can we bring ourselves to 
accept his theodicy, nor his views on climatic and cosmogenic evolu* 
tion, which was some day to result in sweetening the waters of the 
ocean, in melting the polar glaciers, in giving birth to new animals, 
and in putting us in communication with other planets. Yet even this 
muddy torrent is not without some grain of gold in it. 

Take the question of education, for ocample, which holds a very 
prominent place in his writings. Old bachelor that he was, he never 
cared very much for children, but he nevertheless foreshadowed the 
development of modem education on several important points. 
Froebel, who conceived the idea of the kindergarten (1837), was among 
his discifdes.^ 

His teaching on the sex question bears all the marks of lax morality, 
and indicates the fallacy of thinking that untrained passions and 
instincts can be morally justified.* His extreme views on this question, 
which even go beyond the advocacy of free union, have contributed a 
great deal to the downfall of Fourierism. Paul Janet remarks some- 
where that the socialists have not been very happy in their treatment 
of the woman question, and we have already shown how this weak- 
ness led to the downfall of Saint-Simonism. But even on this subject 
Fourier has penned a few pithy sentences. “Asa general rule,” 1 ^ says, 

it may be said that true social progress is always accompanied by 
the fuller emancipation of woman, and there is no more certain 
evidence of decadence than the gradual servility of women. Other 
events undoubtedly influence political movements, but thore is no 
other cause diat begets social progress or social decline with the 
same rapidity as a change in the status of womm.* 

^ Let us not forget hu FeHtes Hordis^ which consisted of groups of boyi who under- 
todc the sweeping of public paths, the surveillance of public gardens, and the {urotcc- 
tion of aninu^ The idea was very much ridiculed at the time, but a number oi 
ttmilar oiganisatkini^ each with its bac^ and banner, were instituted by Ooloiid. 
Waring in the city of New York. 

* **My theory is that every passion given by nature i^amld be allowed the lidlei^ 
scope. That is the Iny to my whole system. Society requires die liiH eicercbe of all 
the facuhks given ui ^ God.*’ 

* (btalrv p. 194. 
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Unfortunately his feminism was not so much inspired by respect for 
the dignity of woman as by his hatred of family life, and the liberty 
which he thought to be the true test of progress was generally nothing 
better than free love. 

The anti-militarists have good claim to regard him as a forerunner. 
Speaking of present-day society, he said that ‘‘it consists of a minority 
of armed slaves who hold dominion over a majority of disarmed.” 

It was not Fourier's intention to introduce men into the world of 
Harmony at one stroke. He thought that as an indispensable pre- 
liminary they should go through a stage of transition which he calls 
Garantisme^ where each one would be given a minimum of subsistence, 
security, and comfort — in short, everything that is considered necessary 
by the advocates of working-class reform. 

Foiuierism never jsjnjoyed the prestige and never exercised the in- 
fluence which Saint-Simonism did, but its action, though less startling, 
and confined as it was to a narrower sphere, has not been less durable. 
Nothing has been heard of Saint-Simonism these last fifty years, but 
there is still a Phalanstire school. It is not very numerous, perhaps, if 
we are only to reckon those who formally adhere to the doctrine, but 
if we take into consideration the co-operative movement, as we ought 
at least to some extent, it is.secn to be very powerful still. For a long 
time Fourier’s ideas were scouted by everybody, but later much more 
sympathetic attention was g^ven them.^ 

Among his disciples there are at any rate two who deserve special 
mention. Victor CJonsid^rant, one of the strongest advocates of 
Fourierism, has left us the best exposition of the doctrine that we have, 
in his book Doctrine sodale (1834-44), Like Owen, he experimented in 
American colonization,^ and gainol a measure of notoriety in the 
Revolution of 1848 by insisting upon the right to work as a necessary 
compensation for the loss of property. 

Andr^ Godin left a monument more permanent than books, in the 
femous Familist^e which was founded by him. It consists of an 

1 See, for example, such works as Zola’s Travail, and Barry’s VEmum des Lois; and 
as an example of the general change in the tone of the economist we may re^ to 
Paul Leroy-Beaulicu’s latest writings, in which he speaks of Fourier as a ’’genial 
thinker.” 

f It is no part of our task to relate the story of the several colonies founded either 
hy disdpks Fourier or of Owen. Experiments of this kind were fairly general in 
the United States between 1841 and 1844, ^ 1 ^ ^ ^ than forty ec^nies were 
foimded. Brook Farm, which b the best known of these, included among its members 
some oi the most eminent Americans-<Ghanning and Hawthtnine, for example--but 
ncaseof dm setttoients lasted very long 

^milar ataempts have been ma^ in France at a tdll more recent period, notaNy in 
die colony at Gond^^ir-Vesgres, near Rambouillet, where a few huthfitl disciples of 
Foinkc came together. 
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cstablisbm«it for the manufacture of heating apparatus at Guise, run 
entirely on co-partnership lines, the profits being distributed in accord- 
ance with the rules of the master.^ It is not a new co-operative society 
of the hxixndmm kind, however. Close to the works, right in the 
middle a beautiful park, arc one or two huge blocks which contain 
the ‘flats’ where the co-partners live, as well as sclu)ols, crichesy a 
theatre, and a co-operative stores. But despite its fame, and notwith- 
standing the fact that it has become a kind of rendezvous for co* 
operators all the world over, there is nothing very attractive about it, 
and if one wants to get a good idea of what a real Phalanst^re is like 
it is better to visit either Boumville or Port Sunlight, or Agneta Park 
in Holland. 


Ill: LOUIS BLANC 

It is not the most original work that always attracts most attention. 
Stuart Mill, writing of Saint-Simonism and Fourierism, claims that 
“they may justly be counted among the most remarkable productions 
of the past and present age.” To apply such terms to the writings of 
Louis Blanc would be entirely out of place. His predecessors’ works, 
despite a certain mediocrity, are redeemed by occasional remarks of 
great penetration; but there is none of that in Louis Blanc’s. More- 
over, ^ treatment is very slight, the whole exposition occupying about 
as much space as an ordinary review article.^ And there is no evidence 
of exceptional originality, for the sources of its inspiration must be 
sought elsewhere — ^in the writings of Saint-Simon, of Fourier, of 
Sismondlj, and of Buonarotti, one of the survivors of the Babeuf con- 
spiracy,’ and in the democratic doctrines of 1 793. In short, Blanc was 
content to give a convenient exposition of such socialistic ideas as the 
public had become accustonied to since the Restoration. 

Nevertheless, no sooner was the Orgamsation du Travail published in 
1841 than it was read and discussed by almost everybody. Several 
editions followed one another in rapid succession. The tide, which is 
borrowed from the Saint-Simonians, supplied one of those popular 
formulae which conveniendy summed up the grievances of the work- 
ing classes in 1848, and during the February Revoludon Louis Blanc 
came to be regarded as the best-qualified exponent of the views 

^ Founded sn 1859, it only became a co-partnenhip in 1888, the year of Godm*t 
death. 

’ As a matter <^fact it first appeared as an article in the Emu dtf Pfvgris in , 

’ Buonarotti was the author of La Canspirathn pour P^galiU, diu do Bab^t 
in 1828. little notice was taken of the volume by die public, but it was much dl^ 
cussed jn democratic drdes. 



266 


THE ASSOCIATIVE SOCIALISTS 


of the proletariat. Even for a long time after 1848 the work was con* 
sidored to be tbe most characteristic specimen of French socialistic 
writing. 

Its success was in a measure due to the circumstances of the period. 
The brevity of the book and the directne^ of the exposition made the 
discussion of the theme a comparativdy easy matter. The personal 
notoriety of the author also had a great deal to do with the interest 
^hich his work aroused. During the short career of the July monarchy 
Blanc, both in the Press and on the platform, had found himself one 
of the most valiant supporters of the advanced democratic wing. His 
Hisime de Dix ans gave him some Ending as a historian. Later on 
the role which he played as a member of the Provisional Government 
of 1848, and afterwards at the inauguration of the Third Republic, 
contributed to his fame as a public man. And, last of all, his unfor* 
tunate experience in connexion with the failure of the national work* 
shops, for which he was imjustly blamed, added to the interest which 
the public took in him. 

All this, however, would not justify his inclusion in our history were 
it not for other reasons which give to the Orgamsaiion du Traxml some* 
thing more than a mere passing interest. 

In no other work is the opposition between competition and associa* 
tion so traichandy stated. Every economic evil, if we arc to believe 
Blanc, is the outcome of competition. Competition affords an explana- 
tion of poverty and of moral degradation, of the growth of crime and 
the prevalence of prostitution, of industrial crises and international 
feuds. ** In the first place,” writes Blanc, " we shall show how competi- 
tion means extermination for the proletariat, and in the second place 
how it spells poverty and ruin for the bourgeoisie.”^ The proof spreads 
itself out over the whole work, and is based upon varied examples 
gleaned frmn newspapers and official inquiries, from economic treatises 
and Government statistics, as well as fi-om personal observations 
carried on by Blanc himself. No effort is spared to, make the most 
disagreeable fects contribute of their testimony. Everything is arranged 
with a view to one aim — ^the condramation of competition. Only one 
coiKdusion seems possible: If you want to get rid the terrible effects 
of competition you must remove it root and branch and begin to build 
anew, widi assodatkm as the foundation td your social life.” 

Louis Blanc thus belonged to that group of socialists v/ho thought 
iimt voluntary associations would satisfy all the needs of society, i^t 
he thinks of association in a somewhat different fashion &om his pre* 
decessms. He dreams neither of New Harmony nor of a Phalanstibe. 

^ Orgafdsaium du 5th ed« (184B), p. 77. 
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Neither does he conceive of the economic world of the futime as a 
series of groups, each of which forms a complete society in itself. 
Fourier^s integral co-operation, where the PhalanstAre was to supply 
all the needs of its members, is ignored altogether. His proposal is a 
social workshop, which simply means a co-operative producers’ society. 
The social workshop was interuled simply to combine members of the 
same trade, and is distinguished from the ordinary workshop by being 
more democratic and equalitarian. Unlike Fourierism, it does not 
contain within itself all aspects of economic life. By no means self- 
contained, it merely undertakes the production of some economic good, 
which other folk arc expected to buy in the ordinary way. Louis 
Blanc’s is simply the commonest type of co-operative society.^ The 
schemes of both Owen and Fourier were much more ambitious, and 
attempted to apply the principle of co-operation to consumption as 
well as to production. 

Nor was the idea altogether a new one. A Saint-Simonian of the 
name of Buchez had already in 1831^ made a dmilar proposal, but it 
met with little success. Workers in the same trade — carpenters, masons, 
shoemakers, or what not — ^werc advised to combine together, to throw 
their tools into the common lot, and to distribute among themselves 
the profits which had hitherto gone to the entrepreneur, A fifth of the 
annual profits was to be laid aside to build up a perpetual inalienable 
reserve,” which would thus grow regularly every year. ” Without some 
such fund,” says Buchez, with an unerring instinct for the future, 

association will become little better than other commercial under- 
takings. It will prove beneficial to the founders only, and will ban 
every one who is not an original shareholder, for those who had a 
share in the concern at the tanning will employ thdbr privileges in 
exploiting others.* 

Such is the destiny that awaits more than one co-operative society, 
where the founders become mere shareholders and employ others who 
are simply hirelings to do the work for them. 

^ Wc refer to it as the commonest type because in the previoin section we have 
shown that other co-operative societies exist, such as Le Travail, for exan^e, which 
claims to be modelled upon Fourier’s scheme, especially in the matter of borrowed 
capital. But the usual is affiliated to the Ghambre consultative des Asaodatioos 
de Production. ArUcle s cd'its regulations reads as follows: “No <mc will be allowed 
to become a subscriber who is not a worker in some branch of production or other^** 
See t^ volume published by the Office du Travail in 1898, Les AssocuOkms Owntm 
di Fmdmtimu 

* In die Jmgmd its Sdemts nrndts ti politiqms, Dec^ber 17, 1831. Chily one 
association — the goldsmiths*, in i834r~was founded as iht result ffiis artidew 

* Qpoted by Festy, Lt Mmomtta rnwritr m Ddbut it la MtmasMt it jNijUst, p. i8 
(Pasis» 1908). 
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Whereas Buchez was greatly interested in petite industry,^ Blanc was 
in favour of the great industry^ and that seems to be the only difference 
between his social workshop and an ordinary co-operative society. 
But in Blanc’s opinion the social workshop was just a cell out of which 
a complete coUectivistic society would some day issue forth. Its 
ultimate destiny did not really interest him very much. The ideal was 
much too vague and too distant to be profitably discussed. The im- 
portant thing was to make a beginning and to prepare for the future 
in a thoroughly practical fashion, but ‘"without breaking altogether 
with the past.” That seemed clearly to be the line of procedure. To 
give an outline of what that future would be like seemed a vain desire, 
and would simply mean outlining another Utopia. 

It is just because his plan was precise and simple that Louis Blanc 
succeeded in claiming attention where so many beautiful but quite 
impossible dreams had failed. Here at last was a project which every 
one could imderstand, and which, further, would not be very difficult 
to adopt. This passion for the concrete rather than the ideal, for some 
practical formula that might possibly point the way out of the morass 
of laissez-faire^ may be discovered in more than one of his contem- 
poraries. It is very pronoimced in Vidal’s work, for example. Vidal 
was the author of an interesting book on distribution which unfor- 
tunately scons to be now quite forgotten.* Much of the success of the 
project, like that of the State Socialism of a later period, was un- 
doubtedly due to this feeling. 

The projected reform seemed exceptionally simple. A national 
workshop was to be set up forthwith in which all branches of produc- 
tion would be represented. The necessary capital was to be obtained 
from the Government, which was expected to borrow it. Every worker 
who could give the necessary moral guarantee was allowed to compete 
for this capital. Wages would be equal for everybody, a thing which 
is quite impossible under present conditions, largely because of the 
fidse anti-social character of a good deal of our education. In the 
future, when a new system of education will have improved morality 
and b^otten new ideas, the proposal will seem a perfectly natural 
one. Here we come across a sugge^on that seems common to all the 
associationists, namely, the idea c£ a new environment effecting a 
revdtution in the ordinary motives of mankind. As to the hierarchy 
of ^ workshop, that will be established by election, except during the 
fimt year, when the Government will undertake to conduct the mr- 

*Biirlies*s propoeak ibr the reimn of the *" great induitiy** were of an entirdiy 
d^brent dsaimcter. 

* Fran^ Vidal, De la des Bi/kusis (1846). 
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ganization, becaiise as yet the members will hardly be suiSciently 
trained to choose the best representatives. The net revenue will be 
divided into three portions, of which the fiiist will be distributed 
between the various members of the association, thus contributing to 
a rise in their wages; the second portion will go towards the upkeep 
of the old, the sick, and the infirm, and towards easing the burdens of 
some other industries; while the third portion will be spent in supplying 
tools to those who wish to join the association, which will gradually 
extend its sway over the whole of society. The last suggestion inevitably 
reminds us of Buchez’s “inalienable and perpetual capital.” 

Interest will be paid on the capital employed in founding the in- 
dustry, such interest being guaranteed against taxation. But we must 
not conclude that Blanc favoured this condition because he believed 
in the legitimacy of interest, as Fourier did. He was too pronounced 
a disciple of the Saint-Simonians ever to admit that it was legitimate. 
The time will come, he thinks, when it will no longer be necessary, 
but he gives no hint as to how to get rid of it. For the present at any 
rate it must be paid, were it only to enable the transition to be made. 
“We need not with savage impatience destroy everything that has 
been founded upon the abuses which as a whole we are so anxious to 
remove.” The interest paid, along with the wages, will form a part 
of the cost of production. The capitalists, however, will have no share 
in the net profit unless they have directly contributed to it. 

It seems that the only difference between the social workshop and 
the present factory is its somewhat more democratic oiganization, and 
the fact that the workers themselves seize all the profit (».^., over and 
above the net interest), instead of leaving it, as was hitherto the case, 
to the mtreprenem. 

But this social workshop, as we have said, is a mere cell out of which 
a new society is expected to form. The amusing feature is this, that 
the new society can only come into being through the activity of 
competition — competition purged of all its more abominable feaUires, 
that is to say. “ The arm of competition must be strengthened in order 
to get rid of competition.” That ought not to be a very difficult task, 
for the “social workshop as compared with the ordinary private factory 
will effect greater economies and have a better system organization, 
for every worker without exception will be interested in hoMstly per- 
forming his duty as quickly as possible.” On every side will private 
enterprise find itself threatened by the new system. ^Capital and workers 
will gravitate towards the social workshop with its grater advantages. 
Nor will the movement cease imtil one vast association |ias beam formed 
representing all the social shops in the same industry. Every important 
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industry will be grouped round some central factory, and “ the different 
shops will be of the nature of supplementary establishments.” To 
crown the edifice, the different industries will be grouped together, 
and, instead of competing with one another, will materially help and 
support each other, espedally during a time of crisis, so that the 
understanding existing between them will achieve a still more remark- 
able success in preventing crises altogether. 

Ihus, merely by being given greater freedom the competitive regime 
will gradually disappear, to make way for the associative regime, and 
as the social workshops realize these wonderful ideab the evils of 
competition will disappear, and moral and social life will be cleansed 
of its present evils. 

The remarkable feature of the whole scheme is that hardly any- 
thing new is needed to effect this vast change. Just a little additional 
pressure on the part of Government, some capital to set up the work- 
shops, and a few additional regulations to guide it in its operations, 
that is all. 

This is really a very important point in Louis Blanc’s doctrine, 
which clearly differentiates it fiem both Owen’s and Fourier’s. They 
appeared to think that the State was not necessary at all: private 
initiative seemed quite sufficient. It was hoped that society would 
renew itsdf spontaneously without any extraneous aid, and this is 
still the working creed of the co-operative movement. Wherever the 
co-operative movement has flourished the result has been entirely due 
to the efforts of its members. But Louis Blanc’s attention was centred 
on the highly trained artisan, and the problem was to find capital to 
employ him. Were they to rely upon their own savings, they would 
never make a beginning.^ Moreover, somebody must start the thing, 
and power is wanted for this. That power will be organized force, 
which will be employed, however, not so much as an ally, but rather 
as a ^starter.’ Intervention will necessarily be only temporary. Once 
the scheme is started its own momentum will keep it going. The State, 
so to speak, “will just give it a push: gravity and the laws of mechanics 
will suffice for the rest.” That is just where the ingenuity of the whole 
system emnes in, and as a matter ci fact the majority of the producing 

^ ^*Tlie emancipatkm of the working classes is a very c<»npUcated business. It is 
botmd up with so many other questions and invedves such profound changes of habit. 
So numerous are the various interests upon which an apparent though perhaps not a 
real attack is contemplated, that it would be sheer folly to imagine ^t it could ever 
be acoompUdied by a itrie$ of efibrts tentatively undertaken and {mrtialty isobited. 
The whdb power of the State vdU be required if it Is to succeed. What the prdetarian 
lacks is cafdtal* and the duty of the State is to see that he gets it. Were I to define the 
State I shoidd prefer to think of it as the poor man*i bank” {OrgamsaUm du 
p.»4.) 
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co-operative societies now at work owe their existence to the financial 
aid and administrative ability of public bodies, without which they 
could hardly keep going. 

Louis Blanc, accordingly, is one of the first socialists to take care to 
place the burden of reform upon the shoulders of the State. Rodbertus 
and Lassalle make an exactly analogous appeal to the State, and for 
this reason the French writer deserves a place among the pioneers of 
State Socialism. 

This appeal of the socialists is beautifully naive. On the one hand 
they invite the adherence of Government to a proposal that is firankly 
revolutionary, in which case it is asked to compass its own destruction 
— naturally not a very attractive prospect. On the other hand the 
project seems harmless enough, and the support which the Government 
is asked to extend further emphasizes the modest nature of the under- 
taking. State socialism cannot escape the horns of this dilemma by 
proclaiming itself frankly conservative, as it has done in Germany. 

Louis Blanc, like Lassalle after him, was much concerned with im- 
mediate results, and he failed to notice this objection. He paid con- 
siderable attention to another line of criticism, however, and one that 
he considered much more dangerous. He sought a way of escape by 
using an argument which was afterwards frequently employed by the 
State Socialists, as we shall see by and by. 

The quesdori was whether State intervention is contrary to liberty 
or not. It dearly is,’* says Louis Blanc, 

if you conceive of liberty as an abstract right which is conferred upon 
man by the terms of some constitution or other. But that is no real 
liberty at all. Full liberty consists of the power which man has of 
developing and exercising his faculties with the sanction of justice, 
and the approval of law.^ 

The ri^t to liberty without the opportunity of exercising it is simply 

oppression, and wherever man is ignorant or without tods he inevitably 

has to submit to those who are either richer or better taught than him^ 

« 

^ **The illusive conception of an abstract rig^t has had a great hold tq>on the 
public ever since 1 789. But it is nothing better than a metaphysical abstraefiem, wfaidi 
can afimd but little consolation to a people who have been robbed of a definite security 
that was really theirs. The ‘rights of man,' proclaimed with pcxnp and defined with 
minuteness in many a charter, has simply served as a clo^ to hide the ii^tice of 
individualism and the barbar^ treatment meted out to the poor under its xgit. 
Because of this practice ofdefinihg Uboty as a tight, men have got into the habttd 
calling people free even thoti^ tl^ are the slaves of hunger a^ of ignoimsce and 
the spent of every chance. us say once fot all that liberty cmisists, not m the 
ahitrM tight given to a man, but in power given him to exerctie and devdop hh 
facuitteg.** {OrgamsaUon dii Trtneilf p* tg*) 
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sdf, and his liberty is gone* In such cases State intervention is really 
necessary, just as it is in the case erf inferior classes or minors. Laexw- 
daire’s saying is more pithy still: “As between the weak and the 
strong, liberty oppresses amd law sets free.” Sismondi had already 
emj^yed this argument, and much capital has been made of it by 
every opponent of laissez-faire^ 

In the writings erf Louis Blanc may be found the earliest faint out- 
line of a movement that had assumed considerable proportions before 
the end of the century. State socialism, which was as yet a temporary 
expedient, by and by becomes an important economic doctrine with 
numerous practical applications. 

The events of 1848 gave Louis Blanc an opportunity of partly 
realizing his ideas. We shall speak of these cxp)crimcnts when we 
come to discuss the misdirected efforts of the 1848 socialists. But the 
ideas outlined in the OrgamsaHon du Travail were destined to a more 
permanent success in the numerous co-operative productive societies 
whidi were founded as a result of its teaching. They arc still quite 
popular widi a certain class of French working men. 

Hiough inferior to both Fourier and Owen, Blanc gave consider- 
able impetus to the Associative movement, and quite deserves his 
place among the Associative socialists. 

Beside Louis Blanc it may be convenient to refer to two other 
writers, Leroux and Cabet, who took part in the same movement right 
up to the Revolution of 1848. 

Kerre Leroux exercised considerable influence over his contem- 
poraries. George Sand’s wdrks are full of social dissertations, and she 
herself dedaf es that most of these she owed to Leroux. However, one 
can hardly get anything of the nature of a definite contribution to the 
science from his own writings, which are vaguely humanitarian in 
character. We must make an exception, perhaps, of hb advocacy of 
association,^ and especially of the idea of solidarity, a word that has 
been exceedingly fortunate in its career. Indeed, it seems that he was 
the first to employ thb famous term in the sense in which it b used 
to-day — ^as a substitute for charity.* 

Apparendy, also, he was the first to contrast the word ^socialism’ 

^ Cf. pp. 199 it seq. 

Your want of bilh in assoebtion/* he vnrote to the National AsiemUy of 1848, 
force you to iospotc civilization to a terribly agonbing death.** 

* (1840). It would be wrong to conclude, however, that this desire 

forsemladzlng charity meant that Leroux was and-reii^oos. On the contrary, he 
adaitls hb iodebtedsiem for die concej^xm of solidarity to the dictum of St f^td, 
**We are ail members of one body.” 
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with its antithe^ individualism.*^ The invention of these two terms 
is enough to save his name from oblivion in the opinion of every true 
sodolc^t. 

Cabet had one experience which is rare for a socialist: he had filled 
the office of Attorney-General, though only for a short time, it is true. 
Far greater celebrity came to him from the publication of his novel, 
Voyag€ en Icarie. There is nothing very original in the system out- 
lined there. He gives the usual easy retort to those who question him 
concerning the fate of idlers in Icaria: “ Of idlers in Icaria there will be 
none.” In his enthusiasm for his ideal he went farther than either Owen 
or Consid^rant by personally superintending the founding of a colony 
in the United States (1848). Despite many a grievous trial the settle- 
ment managed to exist for fifty years, finally coming to grief in 1898.* 
Cabet is frankly communistic, and in that respect resembles Owen 
rather than Fourier, although he always considered himself a disciple 
of the latter. But this was perhaps due to his admiration for Fourier, 
with whom he was personally very well acquainted. Although he was 
a communist he was no revolutionist. He was a good-natured fellow 
who believed in making his appeal to the altruistic feelings of men, 
and was sufficiently optimistic to bdieve that moral conversion was 
not a difficult process.^ 


CHAPTER IV: FRIEDRICH LIST AND THE 
NATIONAL SYSTEM OF POLITICAL ECONOMY 

Bv the middle of the nineteenth century the doctrine of Adam Smith 
had conquered the whole of Europe. Former theories were foigotten 
and no rival had appeared to challenge its supremacy. But durihg the 
course of its triumphant march it had undergone many changes and 

1 *T was the first to employ the term ‘socialism.’ It was a neologism then, but a 
very necessary term. I invented the word as an antithe^ to ‘individualism.’” 

it Swmanz^ p. 288.) As a matter of fact, as far back as 1834 be bad contributed 
an ardde entitled De rinUmdualismt it iu Socudism to die JUtme mic^fclop&liqiig. Die 
tame word occurs in the same review in an article entitled Disetmrs sur la SUmHon 
actmlli it VE^rit humain, written two years before. See his complete worlo, Vol. I, 
pp. lai, 161, 378. For a ftirther account of Leroux sec M, F. Diomas’s Pmrt Lermm 
(1905), a sennewbat dull but highly imagfoative production. 

* For Cabet’s Itfo and the story id Icaria see Prudhommeaux’s two volumes £iienm 
Cabet and Hi^okt dr la Cmmmmattti icanenm. 

* “The communlsti will never gain much success until they have learned to reform 
themselves. Let diem preach by example and by the exercise of social vktues, and 
they will soon cmivert their adversaries.” 
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had been subjected to much critidsm. Even disciples like Say ami 
Malthus, «uid Ricardo especially^ had contributed many important 
additions and effected much improvement. Through the influence of 
Sismondi and the socialists new points of view had been gained, in* 
volving a departure frmn tibc narrow outlook of the master in the 
direction rf newer and broader horizons. 

(X the principles of the Qassical school the Free Trade theory was 
the only one which still remained intact. This, however, was the most 
important of all. Here the triumph had been complete. Freedom of in* 
terna|ional trade was accepted as a sacred doctrine by the economists 
of every country. In Germany as in England, in France as in Russia, 
there was complete unanimity among scientific authorities. The 
socialists at first n^lected this topic, and when they did mention it it 
was to express their complete approval of the orthodox view.^ A few 
isdated authors might have hinted at reservations or objections, but 
they never caught the public ear.* It is true that Parliaments and 
Govamments in many coimtrics hesitated to put these new ideas into 
practice. But even here, despite the strength of the opposing forces, 
one can see the growing influence of Smith’s doctrine. The liberal 
tariff of Prussia in 1818, the reforms of Huskisson in England (1824-27), 
were expressly conceived by their authors as partial applications of 
those principles. 

However, there arose in Germany a new doctrine for which the 

^ Protection was attacked by Sismondi in J^ouv. Princ.t Book IV, chapter xi. He 
cemsidered it a fruitful source of over-production, and uttered his condemnation of 
ibt absurd desire of nations for self-sufficiency. Saint-Simon considered Protection 
to be the outcome of international hatred (CEuvres^ Vol. HI, p. 36), and commended 
the economists who had shown that ** mankind had but one aim and that its interests 
were common, and consequently that each individual in his social connexion must 
be viewed as one of a emnpany < 3 i woiHken” (Lettns i m Amkiemn^ CBiwres, Vol. II, 
166-187). The Sasnt-Simonians never touched upon the question directly, but 
itii quhe clear that Pro^ttve rights were to have no place in the universal association 
of vdiich they dreamt. According to Fourier, there was to be the completest liberty 
in the circulation of goods among the l^ialanst^res all the world over. {(Jf. Botnrgin, 
Fsiirter, pp. Paris, 1905.) 

* Wc tikt to two of them only; Augustin Cournot and Louis Say of Nantes. The 
ffirmer, in his Bedunha sur Us Piincipes medUmoHqms de h Thhm des RUhesses (1B38), 
a work that is celebrated to*<lay but whidi passed unnoticed at the time of its puhlica* 
tiosL has erkidzed the theory of Free Trade. But the reputation which he subse* 
achieved was not based upon this part d* the bock* Louis Say {1774-1840) 
was a bfolher of J. B. Say. He published a number of worics, now quite fofgottoi. 
In which he criticised several doctrines upheld by his brother, whose displeasuse he 

dit prmipaks Erreurs m &anarm pdits^ (iB^), ffir this u the wotk to which Lkt 
alhidet . It is probable that Louis Say^s name would have remrined in oblivion but 
frir Xtbt. Rachriot, in hk transition ^ List (seomd edition, p. 477), quotes of 
the more hnportant passages <^Say*s book* 
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peculiar economic and political conditions of that country at the 
beginning of the nineteenth century afforded a favourable environment. 
Although the development was slow it was none the less stardmg. 
Friedrich List, in his work entitled Das Natiorude System der PoHtischen 
Oekmomie^ promulgated the theory of the new Protection; “ The history 
oi my book,” he remarks in his preface, “is the history of half my life.” 
He might have added that it was also the history of Germany from 
1800 to 1840. It was no mere coincidence that led to the creation of 
an economic system based exclusively upon the conception of nationa- 
lity in that country, where the dominant political note throughout 
the nineteenth century was the realization of national unity. List’s 
work was a product dT circumstances, and these circumstances we 
must understand if we are to judge of the author and his work. 


I: LIST’S IDEAS IN RELATION TO THE ECONOMIC 
CONDITIONS IN GERMANY 

The Germany of the nineteenth century presents a unique spectacle. 
Her population was at first essentially agricultural, and the various 
states jxilitically and economically isolated. Her industry was fettered by 
the corporative regime, and her agriculture was still in feudal thraldom. 
Freed from these encumbrances, and having established first her econo- 
mic and then her political unity, she took her place during the last three 
decades of the century among the foremost of industrial Powers. 

The Act of Union of 1800 had ensured the economic unity of the 
British Isles. The union of England and Scotland was already a cen- 
tury old, and Smith regarded it as “one of the chief causes of the pros- 
perity of Great Britain.”^ France had accomplished the same end by 
the suppression of domestic tariffr in 1791. But Germany even in 1815 
was still a congeries of provinces, varying in importance and separated 
from one another by tariff walls. List, in the petition which he ad- 
dressed in 1819 to the Federal Assembly in the name of the General 
Federation of German Trade and Commerce, could reckon no less 
than thirty-eight kinds of tariffr within the German Confederacy, 
without mentioning other barriers to commerce. In Prussia alone 
there were no fewer than sixty^^cven different tariffi,* “In short,” 

^ The mu<Mi of England and Scotland dates from 1707. Ck>mpaxe the passi^ in 
Adam Smith, Book V, chapter ii, Part II, art. 4; Cannan*s edition, Vol. II, p, 384. 

•List, Werke^ ed. Hktmer, Vol. II, p. 17* The seventh editicti of the NaSkml 
whkh was published in 1883 by M. contains an acccUcnt Instoricid 

and crittcal introduedon. Our quotations are frmn the English translation by lioyd, 
ptddished in 1885, republished, with introduction by Professor l^iield Nkholion, 
in 1909. 
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says list in another petition, “while other nations cultivate the sciences 
and the arts whereby commerce and industry are extended, German 
merchants and manufacturers must devote a great part of their time 
to the study of domestic tariffs and taxes.”^ 

Hiese inconveniences were still further aggravated by the complete 
absence rf import duties. The German states were closed to one 
another, but, owing to the absence of effective central control, were 
open to other nations — a, peculiarly galling situation on the morrow 
of the Continental Blockade. The peace treaty was scarcely signed 
when England — so long cut off from her markets and forced to over- 
stodc her warehouses with her manufactured goods — began to flood 
the Continent with her products. Driven firom France by the protec- 
tive tariff established by the Restoration Government, these goods, 
offered at ridiculously low prices, found a ready market in Ger- 
many. 

The CJerman merchants and manufacturers became thoroughly 
alarmed, and there arose a general demand for economic unity and a 
uniform tariff. Public opinion urged a reform which appeared to be 
the first step in the movement towards national unity. In 1818 Prussia 
secured her own commercial unity by abolishing aU internal taxation, 
retaining only those duties which were levied at the fmntier. Her new 
tariff of 10 per cent, on manufactured goods, with free entrance for 
raw material, was not regarded as prohibitive, and was actually 
approved of by Huskisson as a model which the British Parliament 
might well imitate. But this reform, confined as it was to Prussia 
alone, did nothing to improve the lot of the German merchants else- 
where, for the Prussian tariff applied just as much to them as to 
foreigners. 

This particular reform, far from staying the movement towards 
uniform import duties, only accelerated it. A General Association of 
German Manufacturers and Mm^hants was founded at Frankfort in 
1819 to ui^ confederation upon the Government. The agitation was 
inspired by Friedrich List. He had been for a short time professor at 
Tflbingen and was already well known as a journalist. He was 
nominated general secretary of the association, and became the soul 
movement. He wrote endless petitions and articles, and made 
personal application to the various Governments at Munich, Stuttgart, 
Berlin, and Vienna. He was anxious that Austria should take the 
lead. But all in vain. The Federal Assembly, hosdle as it was to every 
nmnifis^ation of public opinion, rdused to reply to the petition of the 

^ Petitioft latseated to a meeflng German princes at Vienna in iBso (WsHti, 
VoLII,p.a7>. 
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merchants and mannfacttutsrs. list hiimclf was soon taken Ujp with 
other interests. He was named as the deputy for Reutlingen, his native 
town, in the state of Wiirtemberg, in 1820, but was banished frc«n the 
Assembly and condemned to ten months’ impriMnmient for criticizing 
the bureaucracy of his own country. After seeking refuge in France 
he spent a few years travelling in England and Switzerland, an 4 then 
returned to Wtirtemberg, where he again suffered imprisonment. Upon 
his release from prison he resolved to emigrate to America, where 
Lafayette, whom he had met in Paris, promised him a warm wel- 
come. 

Returning to Germany in 1832, after having made numerous 
friends and accumulated a fortune, he found the tariff movement for 
which he had struggled thirteen years before just coming to a head. 
It was to be established, however, in a fashion quite different from 
what he had expected. It was not to be a general reform, and Austria 
was not to be leader. Prussia was to be the pivot of the movement, 
which was to be accomplished by means of a series of general agree- 
ments. In 1828 there were formed almost simultaneomly two Tariff 
Unions, the one between Bavaria and Wurtemberg, the other between 
Prussia and Hesse-Darmstadt. Within the areas of both of these 
unions goods were to circulate freely, and a common rate of duty was 
to be established at the frontiers. From the very first there was a 
rapprochement between the unions, but a definite fusion in one Zoftverein 
was only decided upon on March 22, 1833. The new regime actually 
came into being on January i, 1834. Even before that date Saxony 
and some of the other states had already joined the new union. 

Thus by 1834 the commercial union of modem Germany was 
virtually accompUshed. The Zollverein united the principal German 
states,^ Austria excepted, and under this regime industry, assured csS a 
large domestic market, increased by leaps and bounds. But a new 
problem presented itself, namely, what system of taxation was to be 
adopted by the union as a whole. In 1834 the liberal Prussian tariff 
of 1818 was adopted without much opposition, but nothing more waa 
attempted just then. Many of the manufacturers, however, espedally 
die iron-smelters and die cotton and flax spinners, demanded a more 
substantial means of protection against foreign competition. This 
clamour became more intense as the need for iron and manufactured 
goods increased the demand for raw material. Hence from 1841 — ^the 
date of the completed Zollverein — a new discussion arose between the 

^ Baden, Nassau, and Frankfort joined in 1835 and 1836. But fliae still lemabied 
outside Mecklenburg and the Free Towns of the Hanse, Hanover, Brunswick, and 
Oldenburg. ^ 
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partisans of the status quo^ inclining towards &ee exchange, and the 
advocates of a more vigorous protection. 

List’s National System^ advocating Protection, appeared at the psycho- 
logical moment. This delightfully eloquent work is full of examples 
borrowed Grom history and experience. The peculiar condition of 
contemporary Germany was the one source of List’s inspiration, and 
since the work was written for the public at large it is remarkably free 
from all traces of the ‘schools.’ Germany’s industry, the sole hope of 
her future greatness, had found scope for development only during the 
peace which followed 1815. It was still in its infancy, and found itself 
hard hit by the competition of England, with her long experience, her 
perfected machinery, and her gigantic output. This was the all- 
important fact for List. England, whose rivalry appeared so danger- 
ous, had closed her markets to German agriculturists by her Com 
Laws, while industrial competition was out of the question. Two other 
nations, France and the United States, destined, like Germany, to 
become great industrial Powers, indicated the path of emancipation. 
France, warned by the results of the Treaty of Eden (1786) as to the 
evils of English competition, hastened to defend her fortunes by means 
of prohibitive tariffs. Still more significant was the example of the 
United States, whose situation was in all respects comparable with 
that of Germany. In both cases economic independence was hardly 
yet fully established, the natural resources were abundant, the terri- 
tory was vast, the population intelligent and industrious, with the hope 
of a great political future. Though scarcely free as yet, the Americans 
made the establishment of industry and the shutting out of English 
goods by means of protective tariffs their first care. Thus there was 
everywhere the same danger, the tyrannical supremacy of England, 
and the same method of defence, Protection. Would Germany alone 
stand aloof from adopting similar measures? 

That is the essential point of List^s thesis. But these very practical 
news tended to damage the well-known arguments of those econo- 
mists whom List refers to collectively as ^*tbe school” The 'school’ 
maintained that nations as well as individuals should buy in the 
cheapest markets and devote all their eneigies to producing just 
those commodities which yield them the greatest gain. Industry can 
only grow in pxx^rtion to the amount of capital saved, but a protec- 
tive regime hinders accumulation and so defeats its own end. To 
ovmoome these ob^ctions it is not necessary to combat them one by 
cme, finr the discussion may be emried to an entirely different fidd. 
Hie *Bcbgt4* ^opts a certain ideal of cmnmerdal policy as the basis 
of its namdy, the increase of consumable wealth, or, at list 
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puts it, in an awkward enough fashion, ‘‘the increase of its exchange^ 
able values.”^ This fundamental point of view must be changed if 
would avoid the consequences which naturally follow from it. list 
realized this, and in his attempt to accomplish the task he gave expres- 
sion to new truths which make his book one of lasting theoretical 
value and ensure for it an important place in the history of economic 
doctrines. 

In fact, he introduces two ideas that were new to current theory, 
namely, the idea of nationality as contrasted with that of cosmopc^- 
tanism, and the idea of productive power as contrasted with that of 
exchange values. List’s whole system rests upon these two ideas. 

{a) List accuses Adam Smith and his school of cosmopolitanism. 
Their hypothesis rested on the belief that men were henceforth to be 
united in one great community from which war would be banished* 

On such a hypothesis humanity was merely the sum of its individuals. 
Individual interests alone counted, and any interference with economic 
liberty could never be justified. But between man and humanity must 
be interpolated the history of nations, and the ‘school’ had forgotten 
this. Every man forms part of some nation, and his prosperity to a 
large extent depends upon the political power of that nation.* 

Universal entente is doubtless a noble end to pursue, and we ought • 
to hasten its accomplishment. But nations to-day are of unequal 
strength and have different interests, so that a definite union could 
only benefit them if they met on a footing of equality. The union 
might even only benefit one of them while the others became depen- 
dent. Viewed in this new light, political economy becomes the science 
which, by taking account of the actual interests and of the particular 
condition of each nation, shows along what path each may rise to that 
degree of economic culture at which union with other civilized nations, 
accompanied by free exchange, might be both possible and useful.* 

^ List’s expression “ exchangeable value” merely signifies the mass o£ present advan^ 
tages — the material profit existing at the moment. It is not a very happy phrase, 
and it would be a great mistake to take it literally or to attadi great importance to it. 
In his LeUers to Ingmoll^ p. he gives expresuon to the same idea by saying that 
Smith’s school had in view *^the exchange of (me material gocxl for anofrier,” and 
that its cemeem was chiefly with “such exchanged gCKxls rather than with {xroductive 
forces.” We note that List never speaks of Ricardo, but only of Smith and Say, 
whose works alone he seems to have read. 

* “ In the Italian and the Hanseatic cities, in Holland and £n|d<>^> hi Frixme and 
America, we find the powers of production and consequently the wealth of individuals 
growing in proportum to the Unities enjoyed, to the degree of p^ection oC poUtkai 
and sociid institutions, whik these, on die other hand, derive material and stimulus 
for their fiuther improvment from the increase of the material wealth mad the 
productive power oi individuals.” (Nedkmal p. 87.) 

* He defines ”polifical or national economy” at ”that which, e m a n ati n g from die 



FRIEDRICH LIST 


280 

List distinguishes several ‘degiws of culture,* or what we would 
to-day call ‘economic stages,* and he even claims actual historical 
sequence ftar his classification into the savage, the pastoral, the agri- 
cultural, the agricultural-manufacturing, and the agricultural-manu- 
fecturing-<x>mmercial stage.^ A nation becomes ‘normal’^ only when 
it has attained the last stage. List understands by this that such is the 
ideal that a nation ought to follow. As a matter of fact, he would allow 
it to possess a navy and to found colonies only on condition that it 
kept up its foreign trade and extended its sphere of influence. It is 
only at this stage that a nation can nourish a vast population, ensure 
a complete development of the arts and sciences, and retain its inde- 
pendence and power. The last two ideas constitute the sine qua non 
of nationality.® Not all nations, it is true, can pretend to this com- 
plete development. It requires a vast territory, with abundant natural 
resources, and a temperate climate, which itself aids the development 


idea and nature of the nation, teaches how a given nation^ in the present state of the 
world and its own special national relations, can maintain and improve its economical 
conditions.” {National Systeniy p. 99.) 

1 It was the example of England that gave List the idea, but the whole conception 
is based upon a historical error. England possessed a navy, had founded colonies, and 
developed her international trade long before she became a manufacturing nation. 
Since the time of List various categories of national development have been proposed. 
Hildebrand speaks of periods of natural economy, of money economy, and of credit 
economy {Jahrbiicher fiir National OekonomUy Vol. II, pp. 1-24). Biichcr proposed the 
periods of domestic economy, of town economy, and of national economy as a substi- 
tute {Die Entstehung der Volkswirtschaft, 3rd ed., p. 108). Sombart, in his turn, has very 
justly criticized this classification in his book Der modeme Kapitalismus (Vol. I, p. 51; 
Leipzig, 1902). But would that which he proposes himself be much better? 

No one, we believe, has as yet remarked that List borrowed this enumeration of 
the different economic states, sdmost word for word, from Adam Smith. In chapter v 
eff Book II, speaking of the various employments of capital, Smith clearly distinguished 
between three stages of evolution — the agricultural state, the agricultural-manufac- 
turing, and the agricultural-manufacturing-commercial. Smith considered that this 
last stage was the most desirable, but in his opinion its realization must depend upon 
the natural course of things. 

* The term ‘normal’ is one of the vaguest and most equivocal we have in political 
economy. It would be well if we were rid of it altogether. What controversies have 
not raged around the ideas of a normal wage or a normal price! One of the chief 
mmts of the Mathematical school lies in the success with which it has effected the 
substitution of the idea of an equilibrium price. The idea of a normal nation is about 
as vague as that of a normal wage, and it is curious that our author describes as 
ncHinal a whole collection of characterisfics which, according to his own accemnt, 
were at the moment when he wrote only realized by one nation, namely, England. 

® P. 292* The idea of national power is, moreover, not completely lost sight of by 
Smith, as is proved by the following passages: *‘The riches and, so far as power 
d^iends uptm riches, the power of every country mtist always be in proportion to the 
value tffito annual produce. . . . But the great object of the political economy of every 
country is to increase the riches and power of that country.” {Wealth of Nations, 
Book II, chapter v; Ckuman’s edition, Vol. I, p. 351.) 
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of maniifactures.^ But where these conditions are given then it beccnnes 
a nation’s first duty to exert aU its forces in order to attain this stage, 
Germany possessed these desiderata to a remarkable degree. All that 
was needed was an extension of territory, and List lays claim to 
Holland and Denmark as a portion of Germany, declaring that their 
incorporation would be regarded even by themselves as being both 
desirable and necessary. Accordingly, he wished them to enter the 
Confederacy of their own free will.^ 

Hence the aim of a commercial policy is no longer what it was 
for Smith, viz^ the enriching of a nation. It is a much more com- 
plex ideal that List proposes, both historically and politically, but 
an ideal which implies as a primary necessity the establishment of 
manufactures. 

(i) This necessity becomes apparent from still another point of view. 
The estimate of a nation’s wealth should not be confined to one par- 
ticular moment. It is not enough that the labour and economy of its 
citizens should at the present moment assure for it a great mass of 
exchange values. It is also necessary that these resources of labour and 
of economy should be safeguarded and that their future development 
should be assured, for “the power of creating wealth is infinitely more 
important than the wealth itself.” A nation should concern itself 
with the growth of what List in a vague fashion calls its productive 
forces even more than with the exchange values which depend upon 
them.® Even a temporary sacrifice of the second may be demanded 
for the sake of the first. In these expressions List merely wishes to 
emphasize the distinction between a policy which takes account of a 
nation’s future as compared with one which takes account only of 
the present. “A nation must sacrifice and give up a measure of 
material property in order to gain culture, skill, and powers of muted 


^ On the question of the industrial vocation of the temperate zone and the s^pri- 
cultural vocation of the torrid compare National System, Book II, chapter iv. 

* “The German nation will at once obtain what it is now in need of, namely, 
fisheries and naval power, maritime commerce and colonies.” {National System, 
p. 143,) List has no difficulty in allying his patriotic idealism with ^ practical side 
of his nature. 

® List deliberately distinguishes between exchange values and productive forces; 
but the distinction is by no means a happy one. For a pM>licy which aims at en- 
couraging productive forces has no other way of demonstrating its superiority than 
by showing an increase of exchange value. The two notions are not opposed to one 
another, and in reckoning a nation’s wealth we must take some account of its present 
state as well as of its fixture resources. In his Letters to IngersoU (cf. Letter IV, referred 
to above) he distinguishes between “natural and intdlectual csqxital” on the one hand 
and “material productive capital” on the other (Adam Smith’s kiea of capital). 
** The productive powers of the nation depend not only upon ffie latter, but also and 
chiefly upon the fi>rmer.” 
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production; it must sacrifice some present advantages in order to 
oisure to itself future ones.”^ 

But what are these productive forces which constitute the perma- 
Mnt source of a nation’s prosperity and the condition of its progress? 

With particular insistence List first of all mentions the moral and 
political institutions, fireedom of thought, freedom of conscience, liberty 
of the Press, trial by jury, publicity of justice, control of administra- 
tion, and parliamentary government. All these have a stimulating and 
salutary effect upon labour. He is never weary of recalling to mind 
the loss of wealth caused by the Revocation of the Edict of Nantes, or 
by the Spanish Inquisition, which, says he, “had passed sentence of 
death upon the Spanish navy long ere the English and the Dutch 
fleets had executed the decree” (p. 88). He unjustly ^ accuses Smith 
and his school of materialism, and condemns them for neglecting to 
reckon those infinitjely powerful but perhaps less calculable forces. 

But of all the productive forces of a nation none, according to List, 
can equal manufactures, for manufactures develop the moral forces of 
a nation to a superlative degree. 

The spirit of striving for a steady increase in mental and bodily 
acquirements, of emidation and of liberty, characterize a State 
devoted to manufactures and commerce. ... In a country devoted 
to mere raw agriculture, dullness of mind, awkwardness of body, 
obstinate adherence to old notions, customs, methods, and processes, 
want of culture, of prosperity, and of liberty prevail.* 

^ KaHond System^ p. 117. 

* Unjustly as we think, for on more than one occasion Smith did take account of 
moral forces. He dated the prosperity of English agriculture from the time when 
farmers were freed from their long servitude and became henceforth indej>endent of 
the propriety. He remarks that towns attain prosperity quicker than the cotmtry, 
because a regular government is earlier established there. ‘*The best effect which 
commerce and manufactures have is the gradual introduction and establishment of 
order and good government, and with them the liberty and security of individuals 
among the inhabitants of the coimtry. This, though it has been the least observed, is 
by far the most important of their effects. Mr Hume is the only writer who so far 
as I know has hitherto taken notice of it.” (Book III, chapter iv; Cannan, Vol. I, 
p. 383.) Speaking oS the American colonies, Smith (Cannah, Vol. II, p. 73) makes 
remazk that although their fertility is inferior to the Spanish, Portuguese, and 
the French colonies, **the political institutions of the English colonies have been more 
favourable to the improvement and cultivation of this land than those of any of the 
other three nadons.” How could list have forgotten the celebrated passage in which 
Smith attributes the prosperity of Great Britain largely to its legal system, which 
guarantees to each individual the fruits of his toil and which must be reckoned among 
the definitive achievements the Revolution of 1688? **That security which the 
laws in Great Britain give to every man that he sh^ enjoy the fruits of his own labour 
k alone student to make any cotmtry flourish, notwithstanding these and twenty 
other absurd regulations of commerce; and this security was perfected much about 
die same time that the bounty was established.” (Bc^k IV, chapter v; Cannan, 
Vcd. 11, pp. 42-43.) * NaUtmal System^ chapter xvii, bcginnmg. 
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Manufactures permit of a better utilization of a country’s products 
than is the case even with agriculture. Its water-power, its winds, its 
minerals, and its fuel supplies are better husbanded. The presence of 
manufactures gives a powerful impetus to agriculture, for the agri^ 
culturist profits even more than the manufacturar, owing to the high 
rent, increased profits, and better wages that follow upon an increased 
demand for agricultural products. The very proximity of manufac- 
tures constitutes a kind of permanent market for those agricultural 
products, a market which neither war nor hostile tarif& can ever affect. 
It gives rise to varied demands and allows of a variation of cultivation, 
which results in a regional division of labour. This enables each dis- 
trict to develop along the most advantageous line, whereas in a purely 
agricultural country each one has to produce for his personal con- 
sumption, which means the absence of division of labour and a conse- 
quent limitation of production.^ 

Industry for List is not what it was for Smith. For him it is a social 
force, the creator of capital and of labour, and not the natural result 
of labour and saving. It deserves introduction even at the expense of 
a temporary loss, and its justification is that of all liberal institutions, 
namely, the impetus given to future production. In a beautifiil com- 
parison which would deserve a niche in a book of classical economic 
quotations he writes as follows: 

It is true that experience teaches that the wind bears the seed 
from one region to another, and that thus waste moorlands have 
been transformed into dense forests; but would it on that account 
be wise policy for the forester to wait until the wind in the course 
of ages effects this transformation?* 

The tariff, apparently, is the only method of raising the wind. 

By placing himself at this point of view List is able to defeat the 
most powerful arguments used by his opponents. All we can say in 
reply is that manufactures will not produce these effects if they have 
not already a raison d^itre in the natural evolution of a nation — ^that is, 
if they do not demand too costly a sacrifice. The land on which the 
settler sows his com can scarcely be regarded as ready to receive it if 
it lacks the power to make it grow. 

List’s Protectionism, as we may guess firom what precedes, possesses 
original features. It is not a universal remedy which may be in- 
differently applied to every country at any period or to all its products. 
It is a particular process which can only be used in certain cases smd 

^ Compare chaptm vii aod xv, \riiere he treats of the asianufacmring indu^ty in 
Hs relation to each of the great economic forces of the country. 

* Matmal Systm^ p. 87. 
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tuider ccitain conditions. Subjoined arc some of the characteristic 
traits of this Prot^tionism which List himself has neatly described. 

(1) The Protectionist system can only be justified when it aims at 
the industrial education of a nation.^ It is thus inapplicable to a 
nation like the English, whose industrial education is already com- 
plete. Nor should it be attempted by countries that have neither the 
aptitude nor the resources necessary for an industrial career. The 
nations of the tropical zone seem destined to the pursuit of agriculture, 
while those of the temperate zone are accustomed to engage in many 
and varied forms of production.* 

(2) But a further justification is also necessary. It must be shown 
that the nation’s progress is retarded by the competition of a powerful 
manufacturing rival which has already advanced farther on the 
industrial path.* “The reason for this is the same as that why a child 
or a boy in wrestling with a strong man' can scarcely be victorious or 
even offer steady resistance.”^ This was precisely the case with 
Germany in her struggle with England. (It is interesting to come across 
a full account of the process of ‘dumping’ in List’s letters to Ingersoll. 
‘Dumping,’ which has received much attention in connection with 
the trust movement, consists in selling at a low price in foreign markets 
in order to keep up prices in the home market.*) 

^ National System, p, 1^0, 

* “ It may in general be assumed that where any technical industry cannot be 
established by means of an original protection of 40 to 60 per cent., and cannot 
continue to maintain itself under a continued protection of 20 to 30 per cent., the 
fundamental conditions of manufacturing power are lacking.” {Ibid,, p. 251.) 

* “ Solely in nations of the latter kind, namely, those which possess all the neces- 
sary mental and material conditions and means for establishing a manufacturing 
power of their own and of thereby attaining the highest degree of civilization and 
development of material prosperity and political power, but which are retarded in 
their pre^ess by the competition of a foreign manufacturing Power which is already 
farther advanced than their own — only in such nations are commercial restrictions 
justified for the purpose of establishing jand protecting their own manufacturing 
power.” {Ibid,, p. 144.) 

Ibid,, p. 240. 

* “Everyone knows,” says he (quoted by Hirst, pp. 231 et seq.), “that the cost of 
production of a manufactured good depends very largely upon the quantity pro- 
duced — that is, upon the operation of the law of increasing returns. This law exercises 
considerable influence upon the rise and fall of manufacturing power. . . . An English 
manufacturer producing for the home market has a regular sale of xo,ooo yards at 
6 dollars a yard. . . . His expenses being thus guaranteed by his sales in the kome 
market, the cost of producing a further quantity of 20,000 yards for the fmreign 
market wiU be considerably reduced and would yield him a profit even were he to 
s^U for 3 CNT 4 dollars a yard. And even though he should not be making any profit 
just then, he can feel pretty confident about the future when he has ruined the foreign 
producer «nd driven him out of the field altogether.” List thinks that this shows how 
impossible it is for manufacturers in a new country without any measure of protection 
lo conq3ete with other coimtiies whose industry is better established. But this as one 
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(3) Even ia dial; case Protection can be justified “only until, that 

maiiufiMctuiing Power m strong enough no longer to have any reason 
to fear £:»*eign competition, and thenceforth only so far as may be 
necessary for protecting the inland manufacturing power in its very 
roots.”^ ♦ 

(4) Lasdy, Protection ought never to be ext^ded to agriculture. 
The reasons for this exception arc that on the one hand agricultural 
prosperity depends to a great extent upon the progress of manufac- 
tures — the protection of the latter indirectly benefits the former — ^and 
on the other hand an increase in the price of raw materials or of food 
would injure industry. Moreova:, there exists a natural division which 
is particularly advantageous to the system of cultivation pursued by 
each country, a division dependent upon the natural qualities of their 
soils, which Protection would tend to destroy. This territorial division 
does not exist for manufactures, “for the pursuit of which every nation 
in the temperate zone seems to have an equal vocation.”* 

One might experience some difl&culty in understanding the sudden 
volte-face of List in favour of free exchange in agriculture did we forget 
the particular situation in Germany, to which his thoughts always 
returned. This is equally true of many other points in his system. 
Germany was an exporter of com and suffered firom the operation of 
the English Cora Laws. German agriculture needed no protection, 
but suffered fix>m want of markets, and List would have been very 
happy to persuade England to abandon her Cora Laws. Agricultural 
protection was only revived in Germany towards the end of 1879, 
when the agriculturists thought they were being threatened by foreign 
competition. 

II: SOURCES OF LIST’S INSPIRATION. fflS INFLUENCE 
UPON SUBSEQUENT PROTECTIONIST DOCTRINES 

The question of the origin of List’s Protectionist ideas has firequcntly 

of the arguments that has been most frequently used by British manufacturers in 
the past in demanding protection against American competition. We would like 
to know what List would have thought of this. 

^ Matumal System, p. 144, and the whole of chapter xvi oi Book 11 . He considered 
that “it would be a furdier error if France, after her manufacturing power has 
become sul&ciently strong and established, were not willing to revert gradually to a 
more moderate system of Protection and by permitting a Umited amoimt of competi- 
tkm incite her manufacturers to emulation.” {Ibid,, p. 249.) 

• Ibid,, p. 253, and especially p. 162, etc., where with a sudden change of front he 
declares himself in favour of Free Trade in agriculture, and employs the arguments 
which Free Traders had ap^dkd to idl products. Compare again p. 230, whore be 
deriares diat agriodture file very nature of things is sufifidently well prelected 
against foreign competition.” 
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been raised* The works of the Frenchmen Dupin and Ghaptal un- 
doubtedly gave hhn some mateiM fc^ reflection^ but he was really 
confirmed in his opposition to laissezifaire by the men whom he met 
in America. While there he came mto intimate contact witii the 
members of a society which had h^n funded at Philadelfdiia for the 
encouragmient of national indusuy. The founder of this society was 
an American statemian named Hamilton, the author of a celebrated 
report upon manufactures, who as far back as 1791. had advoc£Ued 
the establishment of Protection for the encouragement of snuggling 
American industries.^ Hamilton’s argument, as list fully recognized, 
bears a striking similarity to the theris of the National Sy^em.^ The 

^ Hamilton’s Report on the Encouragement and Protection of Mani^tures, as 
^^1 as the very important Report on the creation of a National Bank and the two 
on Public Oe^t, was fortunately republished in 1934 by the Columbia University 
Press in an easily accessible volume, through the good offices of Mr Samuel McKee. 

* It is very probable that List had read the work of another American Protectionist, 
Daniel Raymond, whose Thougfits on Political Econon^ appeared in i8ao and ran into 
four editions (cf. Daniel Rcgmiond, by Charles Patrick Neill, Baltimore, 1897). This 
seems to be the opinion of the majority of writers who during the last few years have 
especially concerned themsdves with the study of List’s opinions (Miss Hirst, in her 
lAfs of Friedrich List, and M. Curt Kohler in his book Problematisches zu Friedrich List, 
Leipzig, 1909). But to regard Raymond as his only inspirer, as is done by Rambaud 
in his Histoire des Doctrines, seems to us mere exaggeration. Apart from the facts that 
Raymond’s ideas are not partioilarly original and that List had lived some years in 
America in a Protectionist environment, List never quotes him at all. On the other 
hand, he frequently and enthusiastically refers to both Dupin and Chaptal in his 
Letters to IngersolL The expression ‘productive forces’ was probably borrowed from 
Baron Dtq^’s Situation progressive des Forces de la France (Paris, 1827), which opens 
with the following words: “This forms an introduction to a work entitled The Produce 
tm and Commercial Forces of France, By productive forces I mean the combined forces, of 
men, animab, and nature applied to the work of agriculture, of industry, or of com- 
merce.” Again, the idea of protecting infant industries is very neatly put by Chaptal. 
On p. xlvi of the introduction to his DelTndustriefrangaise (published in 1819) we meet 
with the following words: “It does not require much reflection to be convinced of the 
fact that something more than mere desire is needed to overcome the natural obstacles 
in the way of the development of industry. Everywhere we feel that ‘ infant industries * 
cannot struggle against older establishments cemented by time, supported by much 
caq>ital, freed from worry and carried on by a number of trained, skilled workmen, 
without having recourse to prohibition in order to overcome the competition of 
ffiretgn industries.” 

It is certain that list, during his first stay in France, had read these two authors, 
and had there found a confirmation of his own Protectionist ideas. It is not less 
certain, from a letter written by him in April 1825 (quoted by Miss Hirst, p. 33), 
that he was converted brfbre going to America, but that he expected to find some ntw 
aiguments there which would strengthen him to fab oppc»iti<m to Smifii. Marx’s 
assertion made in his Theorien Oher den M^rmerik, VoL I, p. ^9 (published by Kmitsky, 
Stuttgait, 1905), that List’s prmcipal source of inspiration was Ferrier (Du Gouveme- 
mmt dans ses Rapports avec U Commerce, Paris, 1805) has not the slightest finmda- 

tkm. Nritber has the attempt to credit Adam Mfiller with being Ute real autimr 
file concqttion of a national system of political economy. list, we know, was 
acquainted with Mfifier, a Catholic writer who wished for the restoratkm of thefriidid 
sy^em. But to be a German writer in the Germany of file sdneteenth century was 
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Pluiaddiphian society, which was then presided over by MattheW* Ctetrey 
(the father of the economist of whom we shall have to speak by and 
by), immediately after List’s arrival in America inaugurated an ac^ve 
campaign on behalf of a revision of the tariffs. Ingersoll, the vice- 
presid^t, persuaded List to ^in in the campaign, which he did by 
publishing in 1827 a number of letters which caused quite a sensation.^ 
They are really just a r&um^ of the National System, The policy which 
in the course of a few years he was to advocate in Germany he now 
recommended to the consideration of the Americans. 

But facts were even more eloquent than bboks, and what chiefly 
struck the practical mind and the observant eye of List was the material 
success of American Protection, just as in Germany he had been im- 
pressed by the beneficial effects which temporary Protection enforced 
by the Continental Blockade had produced there.* 

Far from being injurious to the economic development of the United 
States, it seemed as if Protection had really helped it. What it actually 
did was to quicken by the space of a few years an evolution which 
Nature herself was one day boimd to accomplish. So vast was the 
territory, so abumlant the natural resources, and so advantageously 
were they placed for the application of human energy that no system, 
however defective, could long have delayed the accumidation of wealth. 
The similar condition of Germany lent colour to the belief that the 
same experim^t carried on in similar circumstances would also 
succeed there. 

Accordingly, List’s work, though not directly connected with any 
known American system, is the first treatise which gives a clear indica- 
tion of the influence upon European thought of the economic ex- 
periences of the New World, 

In a beautiful paragraph in the National Slystem List has himsdf 
confessed to this. 

When afterwards I visited the United States, I cast all lx>oks 

aside — ^they would only have tended to mislead me. The best work 

quite enough to Imbue one with the idea of nationality. Meweaver, Protectionists* 
arguments are extremely limited in number, so diat they do not. difler very much 
from one epoch to another, and it is a comparatively easy task to find some precursors 
of Friedridi List. 

^ PuWdied in a voliune entided OuUines of a Mow of Political Econtm^, m a 

Scries ff Letters addressed by F, List to Quarles Ingersoll (Philade^hia, 1827). This publica- 
tion did not find a place in the collected edition published by Hausser, but the whole 
of it has been incorporated in the interesting Life of Friedrich List by Margaret E. Hirst 
(Lemdon^ 1909). 

* Ihh was the txmsideration that influenced him in ad<^ting a Protectionist atti- 
tude, although hitherto he had regarded himself as a dssdple of Smith hnd Say. 
{Letters to Ingersoll^ p. 173.) 
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op political economy wMch one can read in that modern land is 
actual life. There one ipay see wildernesses grow into rich and 
mighty states; and progress which requires centuries in Europe goes 
on there before one’s eyes, viz-, that from the condition of the mere 
hunter to the rearing of cattle, from that to agriculture, and from 
the latter to manufactures and commerce. There one may see how 
rents increase by degrees from nothing to important revenues. 
There the simple peasant knows practically far better than the most 
acute savants of the Old World how agriculture and rents can be 
improved; he endeavours to attract manufacturers and artificers to 
his vicinity. Nowhere so well as there can one learn the importance 
of means of transport, and their effect on the mental and material 
life of the people. That book of actual life I have earnestly and 
diligently studied, and compared with the results of my previous 
studies, experience, and reflections.^ 

Though from this point o[ view List’s Protectionism seems closdy 
connected with the most modern of economic units, a still closer tie 
links him to the Mercantilism of old. Nor did he ever dissemble his 
love for the Mercantilists, especially for Colbert. He accused Smith 
and Say of having misunderstood them, and he declared that they 
tbemselv^ more justly deserved the tide of Mercantilists because of 
their attempt to apply to whole nations a very simple conception 
which they had merely copied from a merchant’s note-book, namely, 
the advice to buy in the cheapest and sell in the dearest market. He 
distinguishes between two classes of Mercantilists according as they 
are influenced by one or other of two dominating ideas. On the one 
hand we have those who emphasize the importance of industrial 
ediR:aticm, which is the dominant note in List’s philosophy. This idea 
has quite taken the place of the older idea of a favourable balance of 
trade, and has been adopted by such a Liberal thinker as John Stuart 
Mill, whereas the other has been definitely rejected by the science. 
Furthermore, the Mercantilism of the seventeenth century was a special 
instrument employed in the interests of a permanent policy, which 
was exclusively national; while list’s Protection, according to his own 
(pinion, was merely a means of leading nations towards the possibility 
of union on a footing of equality. It was a mere transitory system, a 
policy dictated by circumstances. 

I; list’s system cannot be regarded as the inspirer of modem Protec- 
tkm, any more than he himself can be regard^ as a direct descendant 
of iflic old Mercantilists. Even in Germany, despite the great literary 
success of his work, its influence was practically nil, unless we credit it 
with the 4 ight increase of taxation upon which the Zollverein decided 
in 1844, and couple with it the Protectionist campaign afterwards 
^ National preface, p. 54. 
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carried on by last in the columns of his newspaper.^ But the lib- 
eral reforms carried out by the English Parliament under the 
Premiership of Peel were durii^ that very same year crofwned by the 
abolition of the Com Laws. This measure caused much consternation 
throughout Europe, and the confirmation which Cobden’s ideas thus 
received influenced public opinion a good deal and gave a liberal 
trend to the commercial policy of Europe durii^ the next few years. 
The regime of commercial treaties inaugurated by Napoleon III was 
an outcome of this change of feeling. 

Towards the end of 1879 a vague kind of Protectionism made its 
appearance in Europe. Tariff walls were raised, but they never 
seemed to be high enough. One would like to know whether these 
new taiiifs, established successfully by Germany and France, were in 
any way inspired by list’s ideas. 

It does not seem that they were. Neither of the two countries which 
have remained faithful to a thoroughgoing Protection any longer needs 
industrial education. Both of them have long since arrived at that 
complex state which, according to List, is necessary for the full develop- 
ment of their civilization and the expansion of their power. Were he 
to return to this world to-day, list, who so energetically emphasized the 
relative value of the various commercial systems, and the necessity of 
adapting one’s method to the changing conditions of the times and the 
character of the nation, but always laid such stress upon the essentially 
temporary character of the tariffs raised, would perhaps find himself 
ranged on the side of those who demand a lowering of those barriers in 
the inter^t of a more liberal expansion of productive fcarces. Has he 
himself not declared that “in a few years the civilized nations of the 
world, through the perfection of the means of transport, through the 
influence of material and intellectual ties, will be as united, nay, even 
more closely knit together, than were the counties of England, a hun- 
dred years ago”?* 

Even the profound changes in the international economic situation 
during the nineteenth and twentieth centuries fail to supply a serious 
justification for the Protectionist policy of the great commercial nations, 
and the essential traits of this new regime differ ioio cah fix)m the out- 

^ The Z*>lherein$blaU, v/idch was published by him towards the end of 1843. 

* MaHonal System^ p. 230. We do not by any means imply that the Germany of 
list’s day was in greater need of Protection than the Grermany of to-day. Indeed, if 
we accept Ghaptal’s view, we may well deny this, for, writing in 1819, he said that 
Saxony occupied a place in the front rank European nadom in the matter of 
industry. Speaking of Prussia, he declso^ that the industry €d Aix-la-ChapcHe alone 
was «ioug^ to establish the fmne of any nation {I>e Vlwhtdne frangm&j Vol. I, p. 75). 
It is to be remembered that the great industrial prosperity enjoyed by Germany 
between 1871 and 1914 was tailed on a very liberal eomomic system. 
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lines supplied by list Far firom allowing agriculture to develop 
naturally, thm has arisen tbe cry some protection for tl^ fimner, 
wiu«di ]^ served as a pretext for a genersd reinforcement of tariffii in 
many cases^ notably in France and Germany. Tlie competition of 
Amorfoan com has hinckred Europom i^culture firom benefiting by 
the advanc^nent of industry as Lkt had predicted. Modem tarifil^ in* 
vedving as they do the taxation of both agricultural and industrial pro* 
duc^ imply a a>nccption <rf Protectiem entirely diflBsrcnt finom List’s. 
He would have confined Protection to the most important bnmehes of 
nadonal production — ^to those industries fiom which the other and 
secondary branches receive their supplies. Only on this ground would 
he have justified exceptional treatment.^ It is an essentially vigmous 
omception, and what he sought of Protection was an energetic stimu- 
lant and an agent of progress. But a tariff which indifferently protects 
every entorprise, which iu> longer distinguishes between the fertilizing 
and the fertilized industries, and increases all prices at the same time, 
can have only one effect — a loss for one producer and a gain for 
another. Their rdadve positions ronain intact. It is no longer a 
means of stimulating productive energy; it is merely a general instru- 
memt of defence against foreign competition, and is essmtially con- 
servative and timorous. 

To ^>eak the tmth, tariff duties are never of the nature of an 
apjtiication of ecomanic doctrines* They are the results of a ccan- 
pnmiise between powerful interests which often emmgh have nothing 
in conunon with the gmeral interest, but are determined by purdiy 
pditical, financed, or electoral comaderations. Hence it is futile to 
hope ftu* a trace of List’s doctrines in the Protective tariffii actually in 
operatfon. His infiwnce, if indeed it is perceptible anywhere, must 
be sou^t amid the subsidiary doctrines which uphold them. 

The only complete exporition of Protectionism that has been given 
us since list’s is tiiat of Carey,* tl^ American economist. Carey was 
at first a Free Trader, but in x 858 became a Protectionist, and his icteas, 
vHbidi were aqxnmded in his great work The Principles af Social Science^ 

^ *^Ncitber is it at all necessaiy that all Inanches pf indiatry should be protected 
ia die same degree. Only the most Important branches require special protection, 

the workhig diriiich muds outlay of capital in building and management, mudi 
faadhmery and therefore much t ech n ical lowwkdge, tidily and experience, and many 
workmen are required, and whose product bek»^ to the categcay of the first neoes- 
sacies of lifo and consequently are of the greatest importance as regards their total 
vito MW^mriegiiftbnatio^indepeoto^ (a%for exanq»ie,cottoniWOolieii,and 
iiacsi amnufoctures, etc.}. If these main bnmdtes are sultaldy psotccted mid 
devdoped, aS^ther km important bram^es of manufocture wiE rite up around diem 
under a lees degree of fnotection.” (MaHeiml SjaSemf p. 145.} 

* On Gamy, see 
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pabfisl^ in x 85 ft^ 9 , bear a striking resemMance to those of hk 
Gcnnan predecessor. 

Ciarcy, like Lbt, dim:ts his attack i^inst the industrial 
eminence of England, and substitutes for the ideal of intematimial 
divisic^x of labour the ideal of independent nationality, each nation 
devoting itself to all brsmches o£ economic activity, and thus evolving 
its own individuality. Acc<nxling to him. Free Trade tends to "^estab- 
lidi one single factory for the whdie world, whither all the raw produce 
has to be sent vdiatever be the cost of transport.”^ The effect of this 
system is to hinder or retard the progress of all nations for the sake of 
this one. But a society waxes wealthy and strong only in proportion 
as it helps in the development of a number of productive associations 
wherein various kinds of employments are being pursued, which in- 
crease the demand for mutual services and aid one another by their 
very proximity. Such associations alone are capable of devdoping 
the latent faculties o( man* and of increasing his hold upon nature. 
These two traits help to define economic progress. Under a dightly 
different form we have a picture of the normal nation or the complex 
State so dear to the heart of Friedrich List — an ideal of continuous 
progress m the object commercial policy being substituted for one 
of immediate enrichment. 

FoUomng list, but in a still more detailed fashion, Carey sought to 
Ancm the beneficial effects that the proximity of pr<^ected industry 
would have upon agriculture. But unfortunately there are other 
arguments upon which Carey lays equal stress that are really of a much 
m<»e dciM^ble character. 

Protection, according to Carey, by furnishing a ready market for 
i^cultural products, would fiee agriculture fiom the burden of an 
exenrbitant cost of carria^ to a distant place. This argument, which 
List* merely threw out as a passing suggestion, continually recurs with 
the American author. But, as Stuart Mill justly remarked,* if Ammca 
cemsents to such eaqpoiditure it affords a prod" that she procnires by 
means dt international exchange more manufoctured goods than if she 
nmnu&ctured them hersdf. 

Another no less debatable point: The ^portation of agricultural 
products, says Carey, exhausts the soil, (or the products being con- 
sumed aWay from the spot where they are grown, tlu^ fertilizui^ agoats 
whidi tibey coxttcun am not restored to the earth; a manufacturing 
pt^ulalion in tlm immediate neighbouxfac>od^ would ren^y this. But, 

^ Cmteff qf Soeud *lbid. 

* {Mm, Bock 11, rim 

« Sf jyiliM Eepmip, Borit V 

♦ 
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as John Stuart Mill again mnarks,* and justly enough, it is not Free 
Trade that forces America to eqport cereals. If she docs so, it is 
because exhaustion of soil appears to her an insignificant ina>nvenieiK:e 
ccunpared ivith the advantage gained by e3qx>rtation. 

Carey, finally, was one of the first to discover in Protection a means 
of increasing wages. Once the complex economic State is established 
Acre arises a keen competition between Ac entrepreneurs who require 
Ae service of labour — a competition which naturally benefits Ac wmrk* 
man. But this advantage, granting that it does exist, is more than 
counterbalanced by Ae increased price of goods. 

We see Aat Carey, alAough sharing Ae fundamental conceptions 
of list, employs aiguments Aat are much less valid. BoA in power 
of exposition and in Ae scientific value of his work, Ae German author 
Aows himsdf vastly superior to his American successor. He b also 
much more moderate. Carey is not content wiA industrial Protection; 
he demands agricultural Protection as well, and Ae duties, Aough Aey 
are a little higher Aan Aose proposed by list, seem hardly sufficient 
for him. 

DesjHte all this amilarity of views, Carey does not owe his inspira- 
tion to list. He was acquainted wiA Ae jVn/umal and he quoted 
it. But American economic literature had already supplied him wi A 
ansdogous suggesfions. Even more Aan books, the economic life of 
America itself as it evolved before his very eyes had contributed to the 
formation of his ideas. It was Ae progress of America under a Protec- 
tive r^[ime, it was Ae spectacle of a coimtry as yet entirdy new and 
qparsdy ]x>pulated, increasing Ae produce of her soil as colonization 
extended, and multiplying her wealA as population became more 
deme, Aat inspired him wsA Ae idea of a policy of isolatkm wiA a 
view to hastening Ae utilization c€ Aose enormous resources. More 
finrtunate Aan List, Carey lived to see his ideas accepted, if not by 
Ae scientific expeiti of his countfy (who on Ae whole remained alocrf*), 
at least by the American polidctan, who has 9q>plied his principles 
raAer freely.* 

Care/s doctrine, accmdingly, cannot be attributed directly to the 

^ **Of all the thing* required for the purposes of man, the one that least bears trarn- 
pattatkm, mid is, yet, of ihemost important, k manure. The soil can confimie 
m pudtme on ibt condition, ondy, of re^oiis^ to it the ekmenis of uduch its crop 
had been composed. That being compifod with, the suf^ly of food increases, and 
torn are enabled to come nearer togkher and combine tbeir eflbrts— devdoping 
Aeb mdbidtnd focuhks, and thus increasiii^ Aelr wealth; and yet this condHion 
oftii^;novets)ent,essentidasitti,hasbeenoverkKdcedbyahe(x>nomkti.** {Frmeipiis 
ef SeM Sekme, Vol. I, pp. 273^174.) 

*€>naikp^tteeJenb,#^C.€kai^d^AaliNU^^ 1885). 
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influence of list. It xemains to be seen whether list had any ix^oice 
upon European doctrines. 

He undoubtedly succeeded in forcing the acceptsuice of tibe idea of 
a temporary Protection for infant industries even upon Free Traders. 
The most notable convert to this view was ]chn Stuart Mill.^ But k 
was a somei^^t Platomc concession that he made. He thought it 
inapplicable to old countries, for their education was no longer in- 
complete, and at best useful only for new amutries. 

CSan modem Protectionists claim descent from List? In the absem^e 
of any systematic treatise dealing with their ideas, it is not always 
easy to glean the significance of thdr doctrines from the various articles, 
discourses, and brochures amid which they are scattered.^ N^loiting 
those writers who arc merely content to reproduce the old foUacies 
of the Mercantile ai^^uments concerning the balance of trade,’ the 
majority of them appear to base their case more or less cxplicidy upon 
two principal arguments: (i) the necessity for economic autonomy; 
(2) the patriotic necessity of securing a national market for naticmal 
products.^ These two points of view, which are more or less clearly 

^ Compare the long passage in the PrimipUs, Book V, chapter x, para. 1, which 
begins: **The only case in which on mere principles of political economy protecting 
duties can be defensible is when they are imposed temporarily (cspraally in a young 
and rising nation) in hopes of naturalizing a foreign industry, in itself perfectly suit- 
able to the circumstances of the country. The superiority of one country over an<Hher 
in a branch of production often varies only from having begun it sooner.*’ Stuart 
Mill, however, does not refer to List, and one wonders whether the pmr^nqph owes 
anything to his influence. 

‘ We must make an exception of M. Cauw^, whose Protectionism, on the contrary, 
is a quite logical adaptation of List's idea, the superiority of nations possessing a 
complex economy. This is the only scientific system of Protectioti fliat we are to^y 
acquainted with. But it must be confessed that the mi^riw of writers are very fiur 
removed fiom Cauwis’s point of view. Compare his Cours tPEtmotm poUtiqui^ 3rd ed„ 
Vol. III. 

* Such, e.g., are the economists who are always speaking of a “comxnerdai deficit,** 

is*, of an unfavourable balance of commerce, De^ite the frequent refutations whi^ 
have been given of it, it is sdll frequently quoted as an axiomatic trufli. list criticized 
the school for its complete indifference to the balance of imports and exports. But 
he did not favour the Mercantilist theory of the balance of trade; on the contrary, he 
regarded that as definitely emtdemned (p. 218). He regarded die question ftom. a 
iqiedid point of vkw, that monetary equilibrium. When a nation, says he, imports 
mudi, but does not export a corresponding amount of goods, it may be forced to 
furnish payment in gold, and a drainage of gold might give rise to a fin a nc ia l orisis. 
The ind^fere nce of the sdmd with r^^ard to this questum ci the qmmtity of money 
is very mudi ex a gger a ted (Book II, chapto* xni). Ihe policy of the gi^ cential 
banks of to^y aims at eai^ig those tensions in the money market which af^iear as 
the result of ov«r4mportation, and in this matter they have proved themsdves nmeh 
superior to any symmi of Ptotection. ^ ; 

* Some writers go even finther. Panen (Ecommk Fmmdelkns ^ ProftcUm) longs to 
•oe a nadond type estaMIshed peculiar to cadi country, as die result of fbtehog the. 
iahahitaats to be nourished and doditd according to the natural resources of lhar 
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avowed and accqUcd as political xnaxixm» would, if i^^ed with 
logical strictness, result in making all extomal ccanmerce useless.. 
Eadh nation would thus be reduced to using just those resources with 
whidb Nature had happened to endow it, but it could get Iktle if any 
of the goods produced by the rest o£ mankind. These two ideas wore 
not absolutely foreign to List’s thought, although they never assumed 
anything mace than a secondary or subordinate character. He never 
conndered them as the permanmt supports of a commercial policy. 

list frequently i^ke of making a nation independent of foreign 
markets by means of industry. He considered that nation highest 
which ^^has cultivated manufacturing industry in all its branches 
within its territory to the highest perfection, and whose territory and 
agricultural production is large enough to supply its manufacturing 
population with the largest part of the necessaries of life and raw 
materials which they require.” But he also recognized that such 
advantages were exceptional, and that it would be folly for a nation 
to attempt to supply i^lf by means of national division of labour — 
that is, by home production — ^with articles for the production of which 
it is not favoured by nature, and which it can procure better and 
cheapo: by means dT international division of labour, or, in other words, 
tfaroigh foreign commerce. Conqplete autonomy is accordingly an 
illurion. But we cannot deny that some of his expressions seem to give 
credit to the felse idea that a country which obtains a considerable 
portion of its consumption goods from foreigners must be dependoit 
upon those foreigners.^ In fact, it b no more dependent upcm the 
fi^eigner than the forever b upon it. In the case of a buyer and sdler 
who b the dq>endent person? There b but one instance in which the 
expresrion b justified, and that b when a fore^ country has become 
die oidy source supply for certain commodities. Then the buyer does 
becotne dependent, and list rightly enough had in view the manufactur- 
mg monopoly «ijoyed by Enghuid — a monopoly that no longer exbts. 

Be also qpohe of retaining die home market for home-made goods; 

ootmtiy in wbkh they five. Wediould, m a coasequeacc of thb, have an American 
type quite superior to any Einopean type. ''Then,” says he, ^ Ve should be able to 
exerciae a pstponderant mAueoot upon the fete of o^er natbns and could karat 
to renounce thear piesent economic methods and adept a more hq^y develcped 
t e cbl State.** Until dm no forrign goock . are to eiHer the country. Here, as b very 
feequendy the case, Froiectioiiiim b aodhmdtd wtdi nationalism at Isnperialiim* 

med^ agricultural State b an infinitely less perfect iiutitution than an agri- 
oddsml^ sn a i^ a c tiur^ State. The former b always more or lets economically and 
pdlitically dmendent mi those fodgn nadtms whfoi take from it agricultural pfoduets 
m e m han g e fer mamifectiu ed goods. It cannot determine fo its^how mu^ it will 
pcndiioe:bMit wait and see how imafe others Witt buy from it” 
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but he thoi:^t ibat Ibis guaa:antee would of necessity haw Jo be 
&nited to the period when a nation is seeking to areate an industry fixr 
itself: at a laJbet period fi:»eign OHnpctition beeosnes desirable in order 
to keep manufacturers and workmen {tom indolence and indifier^ice.^ 

At no period was list anxious to make economic autonomy or the 
preservation of the home market the pivot g( his commercial policy. 
The creation of native industry is the only justification of protective 
rights^ but this is the one point which mockm Protectionists cannot 
insist upon without anachronism. 

list left no marked traces of his influence cither upon practicsd 
politics or upon Protectionist doctrines. It is in his general views that 
we must seek the source of his influence and the reason for the position 
which he holds in the history of economic doctrines. 

Ill: LIST’S REAL ORIGINALITY 

list’s method is essentially that of the pioneer. He was the first to 
make systematic use of historical comparison as a means of demonstra* 
don in polidcal economy. Although he can lay no claim to be the 
founder the method, sdll the brilliant use which he made of it 
justifies us in classifying him as the equal, if not the supoior, of those 
who at the same moment were attempdi^ the creadon of the Historical 
mhool asd the ^ansformation of history into the essential organon of 
eoonmnk research. 

List also introduced new and useful points of view into economics. 
The prindpie o£ tree exchange as formulated by Smith, and especially 
by Ricardo and Say, was evidendy too absolute and rested upon a 
demonstradon that was too abstract for the ordinary polidcia n . If, as 
List jusdy rrauurks, the praedee of commercial nadons has so long 
remained contrary to a doctrine that all economists r^ard as ad- 
mirable, it is not without some just cause. As a matter of fact, can the 
statesman ever place himself outside of the pcant of view of nadon ai 
interest of which he is the custodian? It is not enough for him to 
know that die interchange of products will in some di^ptee inorease 
wealth.* He must be certain that this increased weahb wiU benefit Im 

^ ** A muion which has already attained mant^urturing supremacy can only protect 
its own mamiiactures and imrehants against retrogression and in d ol enc e by ^ ftec 
importatkm of means d* subahtenoe smd raw materials, and by the cmnpetitloa of 
foreign manufiartured goods.** {J^aHoit^ Sj^sUm, p. 153.) Hence to England 

in the name of dm theory lo aboUdi her tadlb, but graoeliilly to allow France 
Cermany^ and the United Skates to omtinue thrirs. 

* See M. F!afel0*s Memmm Miika (M 3 an, ^906) for a demtmstration 
twHnnal^ espchange is not tieceisa i %. advantageous fin bodi partiet 
pMu 45), 
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own nation. He must be equally wdl assured that Free Trade will not 
result in too sudden a displacement population or industry, the 
sociid and pdiitical results ought be very hannftd. In other 

words, ptditkal economy must be subordinated to politics in genersd, 
aiui to-day there is no single economist who does not recogmzc the 
impossibility of separating them in practice.^ There is none that does 
not parccive the influence of politi^ power on economic prosperity, 
and that consequently does not recognize the necessity for the different 
complexion which the peculiar circumstances of eadi country imposes 
upon the practical application o{ the principle of commercial liberty. 

This is not all. Li^ by abandoning the favourite habit of eighteenth- 
cratury writers who contrasted man and society, and by giving us a 
picture of man as he really is, as a member of a nation, has introduced 
a fruitful conception into economics of which we have not yet seen 
the full results. He rightly treats of natibns not merely as moral and 
political associations created by history, but also as economic associa- 
tioxs. Just as a nation is politically strengthened by the moral cohesion 
of its dtizois, so its economic cohesion increases the productive enorgy 
g£ each individual and enhances the prosperity of the whole nation. 

And Governments, while charged witfr maintaining the politiad 
unity of a coimtry, ought also to retain its economic unity by sub- 
ordinating all local interests to the general interest, by preserving in- 
tact the liberty of internal trade, by organizing railways axul canab 
on a national basb, by keeping watch over the central bank, and by 
aiming at a uniform code of commercial legislation. Thb was the 
programme outlined by List in fab paper the Z^lberiinsblaH. 

Thb bdief in the power which a unified economic organization can 
bring to a nation b by no means too common among individualbts, 
who at bc^tenn are often paxticularbts. But Lbt possessed it in the 
highest deipree. He devoted many years cd* hb life to advocating the 
establbhmei^ cf a German railway system, and it was he who trsu^ 
the prindpal highways which have rince been established in Gemoumy. 
PttHectioxi, in hb qpinion, was cme means of increasing the economic 
c^erion of Germany, because of the solidarity of intmsts vMck would 
xtiult ftom die {msence c£ a powerful industry. 

^ Bm die fine b soniedmei ififfieolt to bfiow. hi our days statcsmoi axe ooneemed 
theeiqiortattoxiofgoodsbttlahomditliemigrmttonofcaidtat Ought 
the hfinbier fiir Foieigxi Affiuxi to veto die rahbg of a loan in the home market 
am hekmtt of a fore^n Fowor or an aliea company? To M^bat extent ou|ht barinrs 
and cafdtalhts to mooept hb advke? Sudi are some of ^ quesdons diat fixr some 
yean past have been repeatedly aiked in France, England, and Germany. And it 
•eemi m iteoit every ease that pdtdcd economy has had to bow hefiae political 
neceuity, mid not sbr msa. 
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With similar enthusiasm he devoted himself to two appmotily 
contradictory taski — ^die suppression of inter-Statc duties aisd the 
establisbmoit of protective rights. To him there was no elanoat of 
contradiction in this, any more than there would be for us in a national 
system of political eammny with no protective rights.^ 

He also extended die pdidcal horizon of the Clas^cal school axul 
substituted a dynamic for their puxely static conception of national 
devdopment. His thorough examination of the cond^ns of economic 
progress is a contribution to the study of intemationai trade exactly 
analogous to the contribution made by Sismondi to the stmly of 
national welfare. But, unlike Sismondi, who wished to retard this 
progress, he is anxious to stimulate it, and so he charges the State with 
the duty of safeguarding the future prosperity of the country and with 
furthering its jnxxluction. The actual procedure, involving as it did 
the establishment of protective rights, may appear to us to be unfor- 
tunate.* But the idea which inspires it — the recognition that in the 
interests of the future national power has a definitely economic role — 
is essentially soimd. To-day it is a mere commonplace. But when List 
enunciated it it was quite a novel idea. 

In attempting to define List’s real significance one feels that he 
failed in the achievement of hb chid* aim. He has not succeeded in 
breaking down the abstract theory of international trade. But if his 
work has retained any lasting value — ^apart from the literary talent 
that characterizes it — it is because he tries, by adopting for tli^ first 
time rince the great eighteenth-century economists a purely national 
standpoint, to ddne, for a given country at a given moment, a poritivc 
objective for its economic policy. It is not a general theory of foreign 
trade that List endeavours to formulate, but a precis view, afia* the 

^ It is very remarkable that List's greatest admirer, Duhring, in his KriHseke 
Geschiekk der NatiomdSkonomU und des Soidalismus (2nd ed., p. 362), insbts on the fact 
that Protection is not an essential element, but a mere temporary form of the princqile 
of national economic solidarity, which is List's fundamental conc^tion, and which 
must survive all forms of Protection. Duhring is die only real successor of Lht and 
Carey. He has developed their ideas with a great deal of ability and has shown 
hims^ a really scientific thinker. But what he chiefly admires in ^th wrhers is not 
their Protection, but their effort to lay hold of the material and moral forces whidi 
lie below die mere fact of exchange, and upon which a nation's prosperity really 
depends. His Kwrsm dtr /iatmal- md Smd'-odmomU (Berlin, 1873) is very imerestii^ 
reading. 

* Except the Saint-Sinumians nobody aeons to have conedyed pf the State's 
responsibflity for a nation's productive forces. List refers to diXnn sympadieticaliy, 
especmlly to those who, Iflie Mtchel Ghevalior, ^'sought to cflsoover the conne x io n cf 
d)^ doctrines wldidiose of die premier schools, and to make th<^ ideas 
widi exfeting dreumstances" (JVoffemd Sj^skm^ p. 287). But differs horn them 
in his love of individual liberty and in the importance which he attaches to moral, 
political, and intdlectual liberty as elements of productive efficiency. 
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Hiiaxmer of a Btatesmaa, of what is |3ractically desirable for fats country 
at a idfefiiHte period. Thatdby he abo sets the limits within which Ms 
ideas can be ai^ed^ since the end to be sought will naturally vihy 
fiom State to State and &om poiod to period. None the less he is die 
finerunner of ail who in odia: tinas and in other lands seek to det^ 
mine and improve the future — a ta^ that science alone cannot accom* 
fSiak but wfaidi pdidcs cannot neglect. Ncht must it be forgotten that 
by drawing up fot Germany a pregramme econcanic development 
that was to make her a great manufiu^uring ami maritime State and 
that nee<kd for its full development the adhesion of neighbouring 
countries lil^ HoUmid and Denmark^ list may be coimdered one 
the precursors of that economic impeiialbm wMch led William II’s 
l^pire into the First World War and^ later^ tranidbrmed into the doc** 
trine dT ^living space/ inspired National Socialism. The part played 
by list in this respect has been noted in an interesting hook by F. A. 
Hayek.^ 


CHAPTER V: PROUDHON AND THE SOCIALISM 
OF 1848 

PnouDHOK comes next, though his place in the history of economic 
<h>ctrines is not easily defined. like all socialists, he begins with a 
criticism of the rights of property. The economists had carefully 
avoided dkcussing them, and political economy had beemne a n^re 
rdsum^ of the remits of private proporty. ProudlKm rq;arded these 
rights as the very basis of the present social system and the real cause 
of every injustice. Accordingly he starts with a caiticism of property 
in oppodtion to die economists who defended it. 

But how can we reform the present system or replace it by a better? 
Herein lies the diflBculty. Bom twenty years earlier, Proudhon^ like 
many others, would perhaps have invented a Utqpia. But v«hat was 
possible in 1820 was no longer so twenty years later. Public opinion 
was already satiated with sdhemes reform. Owen, Saint**Siiiicm, 
Fourier, Gabet, and Louis Blanc had each in Ms turn proposed a 
remedy^ The fancy of reformos had roamed at will over the whde 
wMeeiqiansecd^posBibfe refold IHxmcUion was well acquainted with 
afl ^lese dForts, ^md had come to the conclusion that they were all 

^ 7b itiSif # (Roudedge, Mr Haydc, m Auitrisa 

fccwiomi i r, li mom m ftr iSemo r ai Loudon; 
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Equally vtsdtm. Heuc^ he turns out to be a critic of the sdcy&ts 2A 
well as rf the eccmomists. 

Prcmdhon attempts the cx>rrectiic«a of the vices of private propter^ 
without becoming a party to what he calls the “Crass stupidity 
sodalimi.” Every Utopian scheme is instinctively rejected. He cares 
nothing ftn* iboae who view society as they do machinery and thml: 
that an ingenious trick is all that is needed to correct all anomalies and 
to reset the machine in motion. To him social life means perp<^alpro- 
gress.t He knows that time is required finr the conciliatfon of those soda! 
forces that are warring against one another. He was engrossed with his 
attempt to find a solution for this difficult problem when the Revolution 
of 1848 broke out, and Proudhon, suddenly thrown into action, finds 
himself forced to express his ideas in a concrete form, such that all could 
undmtand. The critic has to try his hand at construction, and almost 
despite himself he outlines another Utopia in his Exchange Bank. 

Other writers had sought a solution in the complete overthrow of 
the present methods of production and distribution. But Proudhon 
thought it lay in improved circulation. It was an ingenious idea, and 
it deserves mention in a history of economic doctrines because of the 
truth, mingled with error, which it contains, and because it has become 
the type of a series of similar projects. It is upon this conception that 
we wish to dilate here. Leaving aside his other ideas, which are no 
whit less interesting, we shall treat of Proudhon the philosopher^ 
moralist, and pc^tical theorist only in so far as these have influenced 
Proudhon the economist.* 

I: CRITICISM OF PRIVATE PROPERTY AND SOCIALISM 

The work tiiat first brought Proudhon to the notice of the public was 
a book published in 1840 entitled Qy*est-ce que la Propriiti? Proudhon 

^ du FfogriSi (Btwres, Vol. XX, p. 19: **Gn>wth is essential to Uioug^ 

and or reality whether in nature or in human affairs is essentially histmical, at 
one time advancing, at another receding, evolving slowly, but always undergoing 
some change.'* In his C^nOradUUms dcorwmiqms he ddines social science as ^*the 
systematized study of society, not merely as it was in the pMtt or will be in ikt future, 
but as it Is in the present in all its mai^old appearances, for <mly by looking at tiie 
whole of its activities can we hope to, discover intel%ence and mder." (VoL I, p. 43.) 

If we apply this conception to the organization of labour we cannot agree with the 
eeonomhts udien they say that it is already cmnpletely <»rganized, or with socia&sts 
when they dedare that it mint be organized , but simidy that it is gradui^y ozganizmg 
itself; tiiat is, that the process of organization has gOne on tince time immmovial 
and is on, and that it will continue to go on. Science dunild dways be dn 

the look-out to tile results that have already been achieved tdr are mi tiie pmnt of 
realizatiDn.^* (V<d. I, p, 45.) 

* A vigorous expositioa cdhts othar ideas b givmi in S 0 ciohgk d$ 

(Pariii^ 1911), 
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waft tiboi thirtyonc years of agej* Bom at Besan^oii, he was the so» 
of a brewer,* and was forced to cam lus living at an early age* He fin^ 
became a pi^f-corrector, and then set up as a printer oa his own 
account. Despite hard work he became a diligent reader, his only 
guide being insatiable thirst for knowledge. Hie sight of social 
inju^ce had sent the iron into hk soul. Economic questions wore 
&ced with all the ardour of youth, with all the enthusiasm of a man 
c^the pec^k speaking on behalf of his brothers, and with all the confi* 
dence of one who bdkves in the convincing force of logic and common 
sense. All this is very evident in his brilliandy imaginative work. 
Milled with it is a good deal that provokix^ swagger which was 
notod by Sainte-Beuve as one of his characteristics, and which appears 
in all his writings. 

Hiroughout this treatise from first page to last there periodically 
flashes one telling phrase which sums up his whole argument, ** Property 
is theft.”* 

^Tlic foEowing are Proudhon’s principal works: 1840, que la PraprUti? 

(studies in ethics and politics); 1846, SysUm des Omiradictiorts konomiqms (the ’’philo- 
sophy of destitution’*); 1848, Organisation du Cridit ds la circulation it solution du 
pfobUm social} 1848, Risumdde la Question sociale, Bangui d^&diangc} 1849, Lts Confessions 
cTtm JUoolutiomuttre; 1850, InUrit et Principal (a discussion between M. Bastiat and M. 
Proudhon); 1858, Do la Justice dans la Relation et dans V£glise (three volumes); 
1861, La Gmrre et la Paix; 1865, De la Cepadtd politique des Clasm oucritres. Our quota- 
tkms are taken from the (Euores coa^tes, published in twenty-six volumes by Lacroix 
(1867-70). 

• “Do you happen to know, madam, what my father was? Well, he was just an 
honest brewer whom you could never persuade to make money by selling above cost 
price. Such gains, he thought were inunoral. ‘My beer,’ he would always remark, 
’costs me so much, including my salary. I cannot sell it for more.’ What was the 
restdt? My dear fkther always lived in poverty and died a poor man, leaving poor 
children bdiind him.” (Letter to Madam d’Agoult, Correspondancet Vol* II, p. 239.) 

* It has been said that Proudhon borrowed this formula from Brissot de Warville, 
the author of a work entitled Recherches philosophiques sm le Droit de ProprUtS etsurU Voly 
conddiris dans la Nature et dans la SocUtd. It was first published in 1 780, and reappeared 
with smne modifications in Vol. VI, pp. 361 et seq.y of his BibUothiqiie ^ilosoplUque du 
Ldgidateur (17S3). But this is a mistake. Proudhon declares that the work was un- 
known to ijustiee, Vdi. 1 , p. 301); and, moreover, the formula is not there at all. 
firosot’s point ^ view is entsr^ diffis^t frm l^roudhon’s. The former believes that 
in a state nature the rig^t of property Is rimply the outcon^ of want, and dbap- 
peais when that want is satisfied; that man, and even animals and plants, has a rig^t 
to everything that can satisly his wants, but that the right disappears with the satls- 
fiictlmt of ^ want. CSonsequendy tWt perpetrated under ti^ pressure of want 
sitn|dy means a return to nature. Tbt rich are reidly the thieves, because they refiiae 
to dbe cu^idt die lawful satisftedon df his needs. The result k a jdea for a more 
knlent treatment of dueves. But Brissot is very carefiil not to attack civil property, 
w^dh li kdlqpcnsahie for the growth of wealth mid the expansion of cmnmerce, 
altiipiigh It has no Ibundatiim In a nahirid right (p. 333). Ihere is no mendmi of 
unearned income. Proudhon, on the other hand, never even discusses the question 
as to udiaiim property Is based upon wasKt or not* He wouk eertasnJy Imve 

to lids if he hml Brimot. 
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The question then arises aa to \diethar Proudhon regards all property 
as theft. Does he condemn appropriation, or is it the mere ftu^ ^ 
possession that he is inveighii;]^ against? Thk is how the puUic at 
large have viewed it, and it would Jbe useless to deny that Proudhon 
owes a great deal to this interpretation, and the consequent cemstema- 
tion of the bouxgedide. But iris meaning is quite different. Private 
property in the sense of the free disposal of the fruits of labour and 
saving is in his opinion of the vary essence ot liberty. At bottom this 
is nothing more than man’s control over himself.^ But why attach 
property, then? Proparty is attacked because it gives to the proprietor 
a right to an income for which he has not worked. It is not property 
as such, but the right of escheat, that forms the butt of Proudhon’s 
attack; and following the lead of Owen and other English socialists, 
as well as the Saint-Simonians, he directs his charges against that 
right of escheat which, according to circumstances and the charactor 
of the revenue, is variously known as rent, discount, money interest, 
agricultural privilege, sinecure, etc.* ' 

Like every socialist, Proudhon considered that labour alone was 
productive.* Land and capital without labour were useless. Hence 
the demand of the proprietor for a share of the produce as a return 
Cbr the service which his capital has yielded is radically false. It is 
based upon the supposition that capital by itself is productive, whereas 
the capitalist in taking payment for it literally receives something for 
nothing.^ 

* Qmira£aions, VoL I, pp. 219, aai. 

* Risumi de la Question sccudit p. 29. We meet with the same idea in other passages. 

** Property under the influence of division of labour has become a mere link in the 
chain of circulation, and the proinietor himself a kind of toll-gatherer who demands 
a toll from every commodity that passes his way. Property is the real thief.” {Banque 
d* JSchangif p. i^.) We must also remember that Proudhon did not consida Uiat 
tiddng interest was always illegal. In the controversy with Bastiat he admks that it 
was necessary in the past, but that he has found a way of getting rid of it altc^ther. 

* We must distinguish between this and Marxes doctrine. Marx believed tLit all 
value is the product of labour. Proudhon refuses to admit this. He thinks that value 
should in some way correspond to the quantity of labour, but that this is not the 
case in present-day society. Marx was quite aware the faict that Proudhon did not 
share hb views (see Miske de la Phtiosephie). Proudhon follows Rodbertus, who tai:^t 
that the products only and not their values are provided by labour. 

* PrtpiiBd^ ler pp. 131-132. It is true that Proudhon adds that without 

lend ai^ aqHtal labour w^d be unproductive. But he soon frargets his qual^cations 
when he proceeds to draw oonclusimia, especially when becomes to |^ve an exposition 
of the Exchange Bank, where we meet with die following soitence; “Society is built 
tip as fldlowit All the raw material required Is gratuitously supplied by nature, so 
diat in the eebnon^ world every product is reafly begot t^labo^ and cajutal mu^ 
be cooMmd unproductive.*’ Elsewhere he writes: “To wwk is not neoessmily m 
produce aaythh^.** (iShlatfrit dh PtoHhm moof, Gfrnris, Voh VX, pp* a6i si jqp., and 
p. tSrO, 
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AH this b simply ihcft. His own definition of property is, **The 
ri^t to enjoy die firuits Of indu^ry, or of the labour o£ others, or to 
diqkjse of those fruits to others by wiU.**^ 

Tlw theme is not new, and the line of thought will be resumed— 
by Kodb«tm amox^ c^ers. The originality of die work consists not 
so much in the idea as in the brilliance of the exporition, the vdiemexice 
of the style, and die verve of the polemics hurled against the old 
arguments which based property only upon labour, upon natural 
right, or upon occupation, A German writer* has said that, published 
in Germany or in England, the bodk would have passed unnoticed, 
because in lx>th those countries the defence of property had been much 
mcne ‘scientific’ than in France. 

The whole force of the work lies, not in itself, but in the weakness of 
the opposing arguments, and this fact is quite sufficient to give it a 
certain permanent value. Moreover, Preiudhon has himself shown in 
a later work, Thiorie de la proprUtd^ that property docs in feet perform 
a ‘social function’ which nothing could replace, and which is the 
“spontaneous product of the collective being.”* The first treatise sent 
an echo through the whole world, and its author may be said to have 
done for French socialism what Lassalle did for German. The ideas 
set forth are not new, but they arc expressed in phrases of wondcrftd 
poietradon. 

There is also a wealth of ingenious remarks wdiich, if imt, perhaps, 
true, deserve retention because of their originality. How such spolia* 
tion on the part erf c:apitalists and propriemrs can continue without a 
revolt of the working men is a question which has been asked by every 
writer on theoretical socialism, without its full import ever being 
realized. Is there not something very improbable in this? The prob- 
lem is a curious one, indeed, and requires much ingenuity for its sc4u- 
ti(Hi. Marxdisposedofitby his theory of surplus value. Rodbertusin 
a rimpicr fashion showed the opposition between economic distribu- 
tion as realized in exchange and the social distribution which lurks 

^ PfopniU^ ter p. 133. 

* L. voa Stdn, GeschkhU d$r mzMen Bmegtmg in Frankrekhf Vd. Ill, p. 363 (Leipx%, 
18^). A remarkable piece of work altogether. 

* In this new book, published in i860, he recognizes the necemity of private pro p ert y 
at die sole means of combating the mn^xiteiice of the State. **Modeni pre^perty/’ 
he writes (p. 144), *^< 3 eated apparmtly aj^unst ah legal right and all common sente, 
nmy he regarded m the triumph <rf liberty.*’ And, agam, at p. 166: ’’Property 
^>t»kied on egoism is the fire m which eg^nsm is refined.** It is to the wide extension 
of property ifest he teoks fiwr fee eqm^itarian reHtma of sodety. ’’Ihe aim of fee 
fee^ feat I propose to you,** he says, ”is to feow you how, if ymi wife, ihm will 
be no fevnitttioii. All feat is needed is fer fee ’have-nots* to make it easy finr feem- 
irives to aiaqifee prof^ty, and finr fee Shaves* to Mfil then duty to fee Qovemmmt 
hem».** 
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behind it. Ptoiidhon has his own solution. There is, says he, bet%ve^ 
master and men cx>ntinual miscalculati<m.^ The master ea^ 
wcnrkman in proportkm to the value his awntUKhvidual labouiv but 
resorves for himself the product which results fiom the collective fiRoe 
of all — a product which is altogether superior to that yielded by the 
sum of their tndividiml ejffcRts. This excessive jE^ochict represents 
profits. 

It is said that the capitalist pays his workmen by the day. But to 
be more exact we ought to say Aat he pays a per wage multi* 
plied by the number of workmen employed each day — ^which is not 
the same thing. For that immense force which results fi*om union 
and from the harmonious combination of simiiltaneous efforts he 
has paid nothing. Two hundred grenadiers can deck the base of 
the Louqsor statue in a few hours, a task which would be quite im- 
possible for one man though he worked two hundred days. Accord- 
ing to the .capitalist reckoning the wages paid in both cases would 
be the same.* And so the worker is led to believe that he is paid for 
his work, whereas in reality he is only partly paid for it. Even after 
receiving his wage he still retains a right of property in th^ things 
which he has pr^uced.* 

His explanation, though very subtle, is none the less erroneous, because 
it is precisely the function of the enirepreneur — ^and therefore the justifi- 
cation for his remuneration — to collect and organize the forces of 
labour so as to achieve a result that could not be achieved separately. 

The appearance of the pamphlet made Proudhon famous, not 
merely in the eyes of the public, who knew little of him beyond his 
femous formula, but also in the opinion of the economists. Blanqui 
and Gamier, among others, interested themselves in his work. **It is 
impossible to have a higher c^inion of anyone than I have of you,’’ 
writes the former A Blanqui by his fevoumble report to the Academy 
of Moral Sciences was instrumental in thwarting the legal proceedings 
which the Minister of the Interior was anxious to take against 
Proudhon. And it was upon Gamier’s advice that the pubhriio: 
Guillaumin, although a strong adherent of orthodox economics, con- 
sented to issue a new work by Proudhon in 1846, The book was 
entitled Les Ckmtradi^ims kmomqmSi and Guillaumin was a little 
Startled by it.^ 

^ **Tldi k the fundamental idea of my firat AfAnotrr.*’ hy Samte-Beuve, 

P. J. PrasdlM, p. Ro.) Later <m he complamt that the miggeslioiii was never even 
dkcuned* 

* BlimquiV letter dated May 1, 1B41, in rq>ly to a carntminicidion from Proudhon 
ccmcctniiig the seeoiri MAaethr on 

* Sainte-Beiive, F. J. pp. 202, 203; and see on dik point PiMc&Qnli 

anumig fetoen fo G uill a uniin (Can vji^miff , VoL II). « 
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The sympathy df tbt economists is easily explained. They realized 
horn the that Proudlum was a vigorous opponent of ti^ views, 
but it was not lopg bdbre they discovered that he was an equally 
resnhite critic of socialism. Let us briefly examine his attitude with 
rq^ard to the latter. 

No one has ever referred to socialists in harsher tmns. **The Saint* 
Simonians have vanished like a masquerade.’’^ ‘^Fourier’s system is 
die greatest mystification of our time*”* To the communists he writes 
as fellows; ^^Hence, communists! Your presence is a stench in my nos- 
trils and the sight of you disgusts me.” Elsewhere he says: Socialism 
is a mere nothing. It never has been and never will be anything.”* 
The violence of his attitude towards his predecessors springs from a 
fear of being confused with them. The procedure is intended to put 
the reader cm his guard against all equivocation, and to afford him 
valuable preparation for appreciating Proudhon’s solutions by show- 
ing how utterly impossible the other solutions are. 

His attack upon the socialists roughly amounts to a charge of failure 
to realize that the destruction of the present regime would involve 
taking a course in the opposite direction. The difficult problem which 
he set out to solve was not merely the suppression of existing economic 
forces, but also their equilibration.* He never contemplated ’’the 
extinction of such economic forces as division of labour, collective 
eflfort, competition, credit, property, or even economic liberty.”* His 

* fropnHiy l«r p. 203. 

* An article in Le in 1848. Proudhon’s attacks are mcn^ especially directed 

agaimt Fourier. Fourier’s was at this time the only socialist school that had any 
influence, and this was largely due to the active propaganda of Victor Considdrant. 
See Cmtradiaims, Vol. IX, p. 297, and PropniU, ler Mimoire^ pp. 153 et seq, 

* QnUradkims^ VoL 11 , p. 285. For die attack on Gabet, Loub Blanc, ami the 
canununbts see the whe^ of chi^itar rii of the CmOradicHom. Louis Blanc *’lias 
poisooed the working classes with his ridiculous formuhe” (Idde ghthaU dt la RivoluUmt 
p. 108). Louis Blanc himself is summed up as follows: *’He seriously thought that 
he was the bee of ti^ Revolution, but he turned out to be only a gras5h<^>per/’ 

{im.) 

* bdieve that 1 am die first person possessed of a lull knowledge of the phenomena 

in question who has dared to u{^ld the doctrine that instead of restraining economic 
forces whose strength ham been so mudh exi^Egerated we ov^t to try to balance fliooi 
agamst one anotl^ in aoconfence wife fee fittlekiiown and leas perfectly under* 
stood principle feat contraries, for from being mutually destructive, support one 
another jt»t because of fecir contrary nature.” {Justice, Vol. 1 , 265-*266.) The 

same id^ also finds expression on |^. 302*303. BIseutoe he remarics feat what 
•oefely b m search of IS a way of balanchw fee natural fences feat are con tamed within 
hieC {BioduUm ddmtmskde per U Coup d*]^t, p. 43.) 

* ^Dhrisioa of Is^bour, coBecItve force, compedtion, exchange, credit, property, 

imdoven lib er ty -* fe ese me fee true economic fesces, fee raw material of all wealth, 
wlfldi, wifeout actually making men fee riaves of one anmher, give enfee fiee d o m 
to fee producer, ease hb toil, arovee hb mfeuriann, and double hb produce by 
c re a tin g a real sofidaiby which b not based tqxas pmonal but whieb 
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chief concern was to preserve but at the same time to suppress 
die conflict that exists betweoi them. The socialists aim merdly at 
destruction. For competition they would substitute an assodalive 
organization of labour; instead of private prqparty they would set up 
community of ^xxis^ <»: collectivism; instead d* the free play of per* 
sonal interest they would, acc€»rding to Fourier, substitute love^or love 
and devotion, a& the Saint-Simonians put it, or die fraternity of Gabet. 
But none of these satisfies Proudhcm. 

He dismisses association and organization being detrimental to 
the liberty of the worker.* Labour’s power is just the result of ‘^Colleo- 
tive force and division of labour.” Liberty is the econmnic fcRce par 
excellence, Economic perfection lies in the absolute independence of 
the workers, just as political perfection consists in the absolute inde* 
pendence of the citizens.”* ^‘Liberty,” he ronarks in an address 
delivered to the electors of the department of the Seine in 1848, ^*is 
the sum total of my system — ^liberty of conscience, fireedom of the Press, 
fi:eedom of labour, of commerce, and o£ teaching, the free diq>osal dT 
the products of labour and industry — liberty, infinite, absolute, every- 
where and for ever.” He adds that his is “ the system of ’89,” and that 
he is preaching the doctrines of Qpesnay, of Turgot, and of Say^ 
Indeed, it would not be difficult to imagine ourselves reading the 
Classical rhapsodies concerning the advantages of Free Trade over 
agmn.* 

Imidf men together with ties stronger than any which syn^thetic combination or 
voluntary contract can supply.*’ {JtUe ginirale de la RholuHan m XIX* SikU, p. 95.) 
The economic forces are smnewlUt differently enumerated in chapter xiii of La 
CkpacUi dts Clasm omfrUns, Association and mutuality are mentioned; but while 
recognizing the prestige of die wmd ** association,’* especially among workii^ mei^ 
Proudhon concludes that die only real assodation is mutuality — not in the sense of 
a mutual aid society, which he thinks is altogether too narrow. 

^ It is true that Fourier was not a communist. Proudhon shows that on the one 
hand his Phalanstdne would abolish interest, while it would give a spmal remunera- 
tion to tafent on the other, dmply because ** taloit is a i»roduct of society radmr than 
a giR of nature.** {PropriHi^ ler Mimoire, p. 156.) 

* Proudhon’s opposition to the principle of associatioD is very remarkable. He 
refers to it more dian <mce, but especially in the Idk gMrak de la RhehOim* 
aamciation be regarded as an econcHiik force? For my own part I <&tinctly say. No. 
By itself it is sterile, even if it docs not chedt {Mroductum, because eX the Inmts it pu^ 
upon the liberty of the worker.” (P. 89.) Association means that everyone is 
respom^ for some one dw, and die least coimts as nmdi as the ipeiuest, the you^^ 
as the ddest. It gets rid of inequality, with the result diat there k generat awkward* 
ness and incapacity.” (/ktd.) 

* La BHfoMm dhmaiHe par U Cmp d*£ka, pp. 53, 54. Elsewhere: ’’When you 
speak i^oiganlzh^ labour it seems as if you would put out the of 
(Orgaid$at»mdaCMUHdetSdiaage^<BiDreStV€A,\lfP,^t,) 

* nlvoluil a nn at fe , To die eketon of die S«ii^ in the 
rnmu, Voi. XVII, pp. 45, 46.) 
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t3<^iuniinism as a jtiridical system is rejected no less onet^dcally^ 
Tliei^ is no suggestion of suppressing private property, is tte 

necessary stimulant of labour, the \mm of family life, and indispensahfe 
to all tnie prc^ircss. HSs chief concern is to make it harmless and to 
place it at the disposal of every one,^ “OommuniMn is merdy an 
inverted form of private property. Communism gives rise to inequali* 
ties, but of a different character from those of property. Property is 
the exploitation of die weak by the strong, communimi of the strong 
by die wesJe.*^* It is still robbery. ‘‘Communism,” he exclaims, “is 
die rehgion of misery.”* “Between the institution of private property 
and communism there is a world of difference.”* 

Racial devodon or fraternity as possible motives for action are not 
recognized. They imply the sacrifice and the subordination of one 
man to another. All men have equaf rights, and the freer exercise rf 
diose rights is a matter of justice, not of fraternity. Proudhon thinks 
the axiom so very evident that he takes no trouble to explain it, but 
merely gives us a definition of ju^ce. In his first Mimme it is defined 
as “a kind of respect spontaneously felt and reciprocally guaranteed 
to human digmty in any person and under all circumstances, even 
though the discharge of ^t feeling exposes us to some ride.”* 

His justice is tantamount to equality. If we apply the definition to 
the economic links which bind men together, we find that the principle 
eff mutual respect is transformed into the principle of reciprocal 
service.* Men must be made to realize this need for reciprocal service. 
It is the only way in which equality can be respected. “Do unto others 
as you would that others do imto you” — this principle of justice is the 

^ should like cvwybody to have some property. We are anxious that they should 
have propert y in ordxx to avoid paying interest, because exorbitant interest is the one 
ohitmdt to die universal use of property.” {Le September 2, 1849.) 

• Fropriiti, ler MHnoin^ p. 204. * CofiratBctionSt Vol. II, p. 203. 

^ Of^msaHon du Credit €t de la drculatmot p. 131. Elsewhere: ”To adopt Hegelian 
jdiraieology, the oonuminity is the first term in social development^^the thesit; 
pn^iefty eontradktmy term-^-d» antithesis. The third tenii->-tiie synthesit^ 
must be found before the solution can be conndered complete.” {ProprUU^ terMimake^ 
p. 202.) That term will be possessiem pure and siiiiple — the r^t of pre^serty with 
no riaim to unearned income. ”Oet rid of p ropert y , but retain the rig^t of potmsnmi, 
and this very timple diange of principle result in an alteration of die laws, the 

method of government, and the chariu^ of a natmn*s economic institutions. £v0 
of emrf land will be entindly swept away.” Proudhon employed H^Erilan termio* 
liseaih^ as 1840, four yeambeforeKaiiGrfin’ivisitio Paris. For ProudhonVi 
rehttknt to sec Skdnte^Beuve’s P. Jf, Frmdhnu 

* jftaike data la RdvobOton^ Vol. I, pp. I&^-l83. 

”It heasy tosh^ how the princ^e of mutiial r espect b kgieaiy 
cofWerfiye wU the prmc^ile of redproad service. If men are equ^ In theeyee ^ 
justice they must also have a common necessity, and whoever would place hb brotlim 
hinpositioti^b^niQrity, against v^ch b b the duty ofeoct^ to b not 
acih^ Juitiy.” 
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ethical <x>untcrpart of the economic precept of miitual sjc^ce.^ 
Redprocal service must be the new principle which must guidl^ us in 
rearranging the economic links of society. 

And so a criticism of socialis m helps Proudhon to define the positive 
ham of his own system. The terms of the social problem as it presents 
itself to him can now be clearly followed. On the one hand thare is 
the suppression of the unearned income derived firom property — a, 
revenue which is in direct opposition to the principle of reciprocal 
service. On the other hand, property itsdf mmt be preserved, liberty 
of work and right of exchange must be secured. In other words, tbs 
fimdamental attribute of property must be removed witb>ut damaging 
the institution of property itself or endangering the principle of 
liberty.* 

It is the old problem of how to square the circle. The extinction erf 
unearned incomes must involve the communal ownership of the instru* 
ments of production, although Proudhon did not seem to think so. 
Hitherto the reform of property had been attempted by attacking the 
production and distribution of wealth. No attention was ever paid to 
exchai^. But Proudhon thought that in the act of exchange inequality 
creeps in and a new method of exchange is needed. Towards the end 

the Crntradictions k&rumdques he gives us an obscure hint of the kind 
of reform to be aimed at. After declaring that nothing now remains 
to be done except to sum up all contradictions in <mc general equa* 
don,” be proceeds to ask what particular form that eqimtion is to take. 
We have already, he remarks, been permitted a glimpse of it. ‘Tt 
must be a law of exchange based upon a theory of mutual help. Hm 
theory of mutualism — that is, of natural exchange — ^is fi:-om the collec- 
tive pmnt of view a synthesis of two ideas — ^that of property and that 
of communism.’^* No further ddSnitkm is attempted. In a letter 
written after the publication of the Contradictions he still refers to him- 
self as a simfde seeker, and states that he has a new book in pre{^ation, 
in wiudb these proposidons are to be further developed. 

About the same time he had laid out his plans for aedve propaganda 
in the Ptess* But the Revolution of 1848 threw him into the of 
party polidcs and hastened the publkadon of his theories. 

In <^er to pvt a better idea of the place occupied by Proudhon’s 
ideas, and to diow how they were connected with the socialist exporihi 
ments of the dme, we must say a few words about the Revedudon itsdf. 

^ Tim juka* oi annasl service is fimfaer devdoped, pipedaSif m Orgomsaiim 4 ^ 
Cri^ ii d§ la medotm (dSbam, V<d. VI, pp. 9®^3)> s®d p. 

* TbatlS henv pinbktn k put b the pr^M:c to tlie fii*t 

* II, p. 414. 
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H: THE REVOLUTION OF 1848 AND THE DISC 3 REDIT 
OF SOCIALISM 

Sodalists all diades of opinion, who from 1830 to 1840 had been 
advocating radical reforms, were given a unique opportunity 
putting their theories to the test during the Revolution of i848« 
lining the four months (February to June) which preceded the 
terriUe ruin of the sodaUst Republic by the boiugeoisie, prefects of all 
kindi which for many years had been discussed in books aid news* 
papers appeared to be on tl^ point of bearing fruit. For a number 
of weeks nodiing seemed impossible. ‘The right to work,’ ‘organiza* 
tiem of labour,’ and ‘association,’ instead of bdng so many formulae, 
were by a mere stroke of the magic wand to be translated into realities. 

Enthunasts were not wanting to attempt this task of transfemnatitm, 
but, alas! only to find every scheme tumble into niim. Every formula, 
when put to the test, was found to be void. The madevolence of some 
people, the impatience of others, the awkwardness and haste of the 
promoters even, made the experiments odious and ridiculous. Public 
o]^<m was at la^ thorouj^y wearied atnd adl the re fo rm ers were 
inchsoriminately condemned. 

The year 1848 is accordingly a memorable one in the history of social 
idea». The ideadisde sodadism of Louis Blanc, of Fourier, and of Sadnt* 
Sknem vm defoiitely discredited. Bourgeds writers thoi^t that it 
was uttcriy destroyed. Reybaud, who contributed the article on 
Socialism to the Dictiannaire politic (edited by Coquelin 

and Guillaumin) in 1852, writes as follows: “To speak of socialism 
nowadays is to deliver a funeral oration. It has exhausted itself. The 
vdn is worked out. Should the human mind in its vertigo ever take 
it up again it will be in a different form and under the influence df 
other illurions.” 

It fored scaredy betto* at the hwds of mbsequent sodalists. Marx 
referred to all his jnedecessors under the rather misleading tide of 
Utcqnam, and sgainst their fantastic dreams he set up the ‘sdendfic 
socialism* of Das Kapikd. Betweoi the two epochs lies a di^nct 
deavage, marked by the Revolution of 1848. We must briefly see how 
this was bfot^ht alxmt, and rapidly review the more important experi* 
mmts that wm made. 

First of all there is ‘die tifpkt to work** Fourier’s formula, vMA 
was devdt^ed by Conriddrant and adopted by Louis Blanc ard other 
dentmerat^ beaune extmrdiy popular durii^ the re%n of Louis 
FMllipe. Prmidhcm speaks of it ai the cmly true formula of the Wdth 
ruary Revoludom “Give me the rig^t to work,” be dedarel^ “and I 
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will give you the rightof propmy.”^ The s^one idea has becu fcvivcd 
in our own day, after the long period oi post«war unanploymaat, but 
with a new fonnula: ‘ftiU employment* is now pr(q)osed as the ftt»da« 
mental objective of economic policy. 

Workmen thought that the first duty of the Provisional Government 
was to give effect to thb formula. On February 25 a small group of 
Parisian workmen came to the Hotel de Ville to urge thdbr daims, 
and the Government hastened to recc^^nize them. The decree drawn 
up by Louis Blanc was as follows: ^'Tlie Provisional Government of 
the French Republic undertakes to guarantee the existence of every 
worker by means of his labour. It fiirdier undertakes to give wmrk to 
all its citizens.** Hie following day another decree annenmoed the 
immediate establishment of national workshops with a view to putting 
the new principle into practice. All that was necessary to gain admis- 
sion was to have one*s name inscribed in one of the Parisian municipal 
offices. 

Louis Blanc in his book of 1841 had demanded the establishment cf 
^social* workshops. Public opinion, misled by the similarity of names, 
and encouraged to persist in its error by the enemies of socialism, 
thought that the national workshops were the creation of Louis Blanc. 
Nodiing could be mewre incorrect. The ‘social* workshops, as we 
know, were to engage in co-operative production, whereas the national 
workshops were to provide employment for idlers. Similar ixutitutiom 
had been established during every crisis between 1790 and 1830, 
generally und^ the name of “charity works.** Moreover, it was Marie, 
the Minister of Public Works, and not Louis Blanc, who c»rgani:md 
them. Far fit>m providing work as the socialists had hoped, the 
Government soon realized diat the workshops afforded an admirable 
opportunity for binding the workmen together into brigades which 
might act as a check upon the socialistic tendencies of the Luxonbourg 
CommiiBion, then presided over by Louis Blanc. Tbe workshops 
were placed under the management of £mite Hiomas, the engimer, 
who was an avowed opponent of the scheme. In his HisUnre des 
Akims noHonaux, written in 1849, he tells us how they were controlfod 
by him in accordance with the wishes of the anti-socialist mi^»rity 
the Provisional Government.^ 

^ L$ jDrwt du Tmfml it k Droit 4$ PnpriiU, pp. 4» 5> ^ (*^4®)- 

* Every historisn it agreed on tha p^, vdikh Loua Blanc bat dealt whb at great 
IcngUi hi bit Hiskm k la Ukolutum 4$ (ebapter xi). The tcstimoiiy of ctarteaa^ 
porarkt, ei^pedaBy Lamactine in bit HisUnn do la JUvobOkm 4 i 1B4B (Vol. II, p. iao}| 
tl alto wy ti gn i^ntT **Tb€se natkmri woil»hops were {daced under the dsrectiQia 
<d*iiiett who bdixiged to the and-tocialist paity, whose <»e aim was to ^joa die e»^^ 
meat, but who managed to keep the sectaxim of the Loxembouig and she 
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But they were mistatei in tibicir cakuladons. Those who thought 
the national workidiops could he used for thdr own political aids 
were soon i]iide<^ved. The Revoluti<m grmtly increased the number 
of idlers, already fairly considerable m the result of the economic crisis 
of 1847, Moreover, the opening ol the wmieshops broi^t the work- 
n^n fiom tiie provinces into Paris. Instead of the estimated 10,000, 
21,000 had been enrolled by the end ci March, and by the end ci 
AjHil there were 99,400. They woe paid two francs a day while at 
work, and a firanc when there was no work for them. In a very short 
time it became impossible to find onployment for so many. The 
majority of them, whatever their trade, were employed upon useless 
earthworks, and even these soon proved inadequate. Discontoit soon 
became rife among this army of unfortunate workers, humiliated by 
tihe nature of the ridiculous labour upon which they were employed, 
and scarcely satisfied with the moderate Salary which they received. 
The wages paid, however, were more than enough for the kind of work 
that was bong done. The workshops became centres of politkal agita- 
tion, and tile Government, thoroughly alarmed, and acting under 
pxesmre firom the National Assembly, was constrained to abandon 
them. 

Suddenly, on June 21, a summons was executed upon all men 
between sevoiteen and twoity-five enrolled in the shqps, ordering 
them to join the army or to leave fin* the country, i^^re more digging 
awaited them. The exasperated workmen rose in revolt. Rfoting broke 
out on June 23, but it was oushed in three days. Htmdreds of the 
wenkers died in the stniggte, and the country was terrorized into 
reaction. 

That simple logic wfaidi is always so characteristic of political parties 
held the principle of *tiie right to work* retqxmsible for this disastrous 
experience, and it was d^nitely cemdemned. This b quite clear from 
the constitutional ddbates in the National Assembly. The constitu- 
tional plan laid down by Armand Manrast on June 19, a few days 

tint chibs api^ undl the meetiiig ci the National Assembly. Park was du^^usted with 
the quantity and the character of the work accomplished, but it little thought that 
these men bad on more than one occasion defended and protect e d the city. Far 
fiom beti^ in the pay cd* Louis Blanc, as smne people seem to think, they were mtirejy 
at the beck and call his opponents.** Thomas in hk du 
(pp. 148-^47) telatef how Marie sent for hkn on May 93 and secretly asked Idm 
wb e iha r the men in the workshops could he tt&td upon. **Try togellhem itreni^ 
attadied to yw. no expense. If diere k my need we ikaB give you fdeo^ of 

money.** Ihcmwaskk^wlmtwm dm purpose of aH thk,Muie replied: It 
haBkifimbncseitcdptsblicfa]^ Make sure td' die men. The day knot for dktant 
whm we foiii need diem m dmsiseets.*^ 
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before die riots, recognized *the right to woric/ *‘The Cmstilii|ioti,*’ 
says Artick 2, ‘‘guarantees to every dtizen liberty, equality, seemity, 
instruction, work, property, and public asssstance/’ Ihit in the neur 
plan of August 29 — after the experience of June — ^the article disap-^ 
peared. The right to rdief only was recognized. In tl^ discussion on 
the article an amendment re«establishing ‘the right to work’ was 
proposed by Mathieu de la Drdme. A memorable debale followed, in 
which Hiiers, Lamartine, and ToequeviUe opposed the amendment, 
while die Radical Republicans Ledru-RoUin, Gr^mieux, and Mathieu 
de la Drdme ddfended it.^ The socialists had become extinct. Louis 
Blanc was in exile, Considdrant ill, while Proudhon was afraid of 
startling his opponents and of compromising hb frknds. Besides, the 
Assembly had already made up its mind. The amendment was 
defeated, and .Article 8 of the in*eamble to the Cbnstitution of 1848 
runs as follows: “The Republic by means of friendly assistance should 
provide for its necessitous citizens, either by giving them woik as ftur 
as it can, or by direedy assisting those who are unable to wm^k and 
have no one to help them.” 

During the reign of the July Monarchy ‘ the organization of labour’ 
was another phrase which divided the honours with ‘ the right to work.’ 
With the spread of the Revolution came a similar menacing demand 
for its realization. By a strange coincidence the author of this formula 
was dso a member of the Provisional Government. And so when on 
February 28, three days after die recognition of ‘ the right to work,’ 
the workers came in a body and claimed the creation of a Minister of 
Progress, the oxganizadon of labour, and the abolidon of all exploita- 
don, Louis Blanc immediatdy seized the op]>ortunity to uxge his un- 
willix^ colleagues to accede to thdr demands. He himself had pressed 
the Government to tBke the initiative in social reform, and now that 
the Revolution had made him a member of the Government how 
could he escape his responsibility? After some difficulty his colleagues 
succeeded in persuadix^ him to accept the alternative of a Govern^? 
ment cmxmiission on labour, of which he was to be president. The 
GommtssuMi was entrusted with the task df drawing up the proposed 
xeforms, whidb were afterwards to be submitted to the I^atbnal 
Assembly. To mark the contrast between the old and the new regime 
the carried on its deliberatioxis in the Palais du Luxem^ 

bour^ whexe ffie Chambre dcs Pairs formerly sat. 

The Luxembourg cmnmission was composed of represoiitadvei^ 
elected by ^ikmen and masto^ three for e^ industry. The 
sentadves xxust in a general assembly to discuss the reports 

^ Tboe addresse# were afterwards publidiedkavoliinee^tU Tmikn 
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by A pmnai^t coznmittee of ten workers and an equal number of 
maatOE^ to which Louis Blanc had added a few Liberal economisti 
and socialists, such as Le Dupont- White, Wolowsld, CSonsid^rant, 

Pecqueur, aiKl Vidal. Proudhon was also invited, but refused to join. 
As a matter of fact, only die workers took part in the sittings. 

The commission, aldmu^ it possessed no executive power, might 
have been of some service. But Louis Blanc, as he himself confessed, 
r^^arded it as ^*a golden opportunity where socialism had at its dis* 
posal a tribunal from whidi it could address the whole rf Europe.**^ 
Ete still kept up his role of orator and writer, and devoted most of the 
sittings to an doquent appeal for the themies already outlined in his 
^ ^organization of labour,** Vidal and Pecqueur undertook the task of 
elaborating the more definite prqx)sals. In a lengthy report which 
appeared in the Mordteur^ they outlied a plan of State Socialism, with 
wmkshops and agricultural colonies, with State depots and bazaars as 
{daces of sale. Money in the form of warrants was to be borrowed on 
the security of goods, and a State system of insurance— excepting life 
{xilidcs — ^was to be established. Finally, the Bank rf France was to be 
trsmrfcmned into a State bank. This was to extend the operation of 
credit, and to reduce the rate of discount simply to insurance against 
rWt, Vidal and not Pecqueur is obviously the author of the rc{X)rt, 
fcH* it contains semie of the projects that had already appeared in his 
book De la RiparHti&n de$ Rkkesses. And it is easy to see here the origm 
of those demands for nationalization that are common to all socialist 
{mrties smee the First World War and that they have succeeded in 
jnitting into {uactice throughout Europe after the Second Wm^ld War. 

None d* the projects was even discussed by the National Assembly. 
Tim <mly poritive piece of work accmnplished by Louis Blanc’s emn- 
mkston was done under {uessme from the workmen. This was the 
&mous decree March 2, abolishing piece-woric and reducing the 
working day to tm hours in Paris and deven hours in the provinces. 
This decree, though it was never put into o{>eration, marks the first 
rudiments of French labour legislation. Louis Mane was forced to 
g^rant it because the wmrkii^-class etement on tlm onnmisshm refissed 
to ^dte part in its proceedings until they were satisfied on this point. 

* Intas l^&c, Msioin de la JUa^tOum de 1848^ Vd. II, p. 135. 

*See the addresMi kahkLa RMeedm de FMer m Ltaambwg (Paris, 1649)* 
^MamteuTf 97, May 2, 3, and 6, 1848. The dismissal of commission meant 
an inlemiptkm of ti^ but Vida! in his work Vme en travmUeuiil Fr^fets, 

fkkr, ef de Mffpmes eodedee {i8|8) oondnued the exposidoti. It contams a 

pian fer s^pdhiltund emdit, a State laod^pturdbase tdienie in order to get rid of tent, 
a proposal Ibr biting txp railways and mines and for ereedng cheap dwelHngs. It 
a&fds an Inierest^exampk of State Socialism »i 1848 which seems to have struck 
nsiay peofde then as hehig 
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The commfasion must also be credited with s^^eral success MImptsi 
at conciliation. 

Not only did the commission £ul to do anything permanent, but 
its dcgoieracy into a mere political club thoroii^hly akurmed the 
public. It became involved in elections, aiwi even intervened in street 
riots. It finally took a part in the donmistratton of May 15, whidr, 
under pretext of demanding intervention in &vour of Pedand, resulted 
in an invasion of the National Assembly by the mob. Louis Blmc had 
already retired. Since tl^ reunion of the National Assembly the 
Government had been replaced by an executive commission, and 
Blanc, no longer a supporter of the Government, sent in his resigna- 
tion on May 13. After that the commission was at an end, and, like 
the national workshops, it all resulted in nothing save a general dis- 
oredit of socialist opinion. 

There still remained the ‘working men’s associations.’ Every 
socialist writer of the early nineteenth century was agreed on this 
jmneipie erf* association. Every reformer, with the exception of 
Proudhon,^ who always pursued a path of his own, r^arded it as tibe 
one method of emancipation. It was quite natural that it should be 
put to the test. 

In its declaration of February 26 the Provisional Government stated 
that besides securing the right to work, the workers must combine 
together before they could secure the fiill benefit (rf* their labour. Tl^ 
moment Louis Blanc attained to power he sought to guide the energies 
<rf* the commission in this direction. The ‘Association’ was to be of 
the nature of a co-operative productive society, supported by the 
State. Under the influence erf* Buchez, an old Saint-Simonian, a 
Republican Catholic and the founder of the newspaper called UAtdier^ 
there had been femned in 1834 an association of jewellers ai^ golcb 
smiths.* But it was a solitary exception. 

Louis Blanc was more fortunate. He successively fmmded assoda- 
tkms d[ tailors, of saddlers, of :q}inners and lace-makers, and he secured 
Government orders for tunics, saddles, and epaulettes for them. Other 
assodatkms followed, and by July 5 the National Assembly was sufli- 
dently iiOerested in these experiments to vote the sum of duee mtUiems 
to tfa^ credit. A good portimi of this sum passed into the hands of 
mixed Modatiems mastm and men formed with the sclc purpom 
of benefiting by the Government’s liberality. The wturkmen’s assoda* 
tions pure and dmple, however, reedved more than a milUmi, and 
ttorc was not a sou of it left by 1849. 

The first co<<qf>erative movement inspired by tihe ideas of LouS Blanc 
^ p 305, nots a. ‘Qf- AisoctadveSodslil^^ 
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of short duratton. The Natioxial Assembly took good cato to place 
the new societies under Ministerial control by appointix^ a Cmsml 
nominated by the Ministry to fix tlte oemditions under 
pdiidh loaxH diould be granted. Hie CmseU hastened to publish model 
rq^atkms which left the i^sodatibns little scope for intexual organka** 
tiim. So stringent were the rules that ^several of them were immcdiatdy 
jec^iardiaedy and ew^ry society \^iiich failed to conform to one of die 
tlum xnodds outlined in Ardde 19 of the Commercial Code was 
obliged to dissolve. Hiis meant every society which was not nominally 
a collective society or a jmnt stock or a limited liability company. By 
t 855 > Recording to the testimony of Reybaud, there remaii:^ only 
nine out those subsidized in 1848, Consumers’ co-operative societies^ 
diat is, the societies which aimed at securing cheap commodities, 
established at Paris, Lille, Nantes, and Grendrfc, were also dis- 
solved. 

And so all these experiments — ^the only ones that had not alr^uly 
brou^t reformers into disaedit — ^were destined to foil in thdr turn. 
Their exdnctibn was due pardy to political causes, pardy to their 
foundm, who had not yet been trained in the difficult task of building 
up such associations. 

The social experiments of 1848 one after another foundered, luing- 
a district of tlRX»ries in their train. There still remained one other 
experiment connected with Proudhon’s name — that of free credit. But 
it also was destined to fail like the rest. 


Ill; THE EXCHANGE BANK THEORY 

The Revedutkm of 1848 did not take Proudhon quite unawares, 
althou^ he considered the outbreak was rather sudden. He was soon 
convinced that the real problatn to be determmed was economic 
rather than political, but he also realized that the education of the 
masses was too backward to permit of a peaceful solution. Proudbm, 
in this matter at ox^ with his Frendi emfrires^ had hoped for such a 
solution.^ He thought the February Revolution was a child preana- 
turdy bom.* In a striking article in the columns of Ls Piupk ho gave 
Wistfitl exfHcssion to his Scan as he foresaw the Revolution impending. 
Its idutfon had been ddivered to ^one and its interpretation baffled 
the iagaarntf of all. 

^ hardly say that tiiis ine«nire of fiscal reform [namely, the ahdtdon of 

private fmiperty] must be carried out wkhout any violence or robl^. Theie must 
he no ape^pa t fa m, but ample compensation must be given.** (Bdsumi d$ k Qpntiaa 
smdr, p. 07.) 
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I have wept over Ihepoor workman^ whose daily bread isidready 
sufficiently uncertain and w;ho has i^>w suffered misery for many 
years. I have imdertaken his defence, but I ftnd that I am powe;t* 
less to succour him. J have mourned over the bourgeois, whose ruin 
I have witnessed and who has been driven to bankruptcy and goaded 
to opposition of the proletariat. My personal inclination is to sympa- 
thize with the bourgeois, but a natural antagonism to his ideas and 
the play of circumstance have made me his opponent. I have gone 
in mourning and paid penance for the spirit of the old Republic 
long before there were any signs of its offspring. This Revolution 
which was to restore the public order merely marks the beginning 
of a new departure in social revolution which no one understands.^ 

But the Revolution having once begun, Proudhon did not feel 
himself justified in being behindhand. He had been a most severe 
critic of the existing regime, and he felt that he was bound to attempt 
a solution of the practical problems which suddenly came to the firont. 
He became a journalist and threw himself wholeheartedly into the 
struggle. Hitherto he had been content with vague suggestions as to 
where the evil lay. But now he was anxious to make reform practi- 
cable and to fill in the details oi the scheme; and so he invented the 
Exchange Bank. 

Proudhon’s exposition of the scheme is contained in a number of 
pamphlets, in newspapers, and in his books.* The explanations do not 
always tally, and he is not always happy in stating exactly what he 
thinks. This explains why he has been so often misimderstood. We 
shall try to give a r^um^ of his ideas before proceeding to criticize 
them and to compare them with analogous projects formulated both 
before and after ^ time. This will help us to understand where the 
originality of the scheme lay. 

The fundamental principle on which the whole scheme rests is 

^ (EtmeSy Vol. XVIH, pp. 6-7. See slso the letter dated February 25, 1848 (Cofm* 
Vol. II, p, 280): France will certainly accomplish it, vdiethar it roenains a 
republic not. It might even be carried out by the present decadent Govemmait, 
at a trifHng cost** Thb thought did not prevent his taking a hand in the Revolution. 

* In a pamphkrt entitled (hganisaiien du CrkUt $tdela ciretdaitM, and dated Mardfi 31, 
1848, he txpcAmdi the principle of schen^ and indicates some of its genc^ 
features. The scheme is dealt with in a number of articles contributed %o Le 
siiUant ^ for April, afterwards published in book form by Darimon, tmder dbe 
tide of Bkmi di k QpisHim s9daU, The plan dHfors slightly ftom the statutes of the 
People’s Rfcttir mi ihey appear in VoL VI die (BuortSt but the gukhng pdacq^ ai 
much the same. A iurdi«‘ expositkm was givoi in Lt Petpk in Fihruary and March 
when the Bank was being founded. There is stiU anodier account contau^ 
in the vokime entitled IiddtM it Pruwipot: Discussion mlw uud JMt* Bosfug 

m PiuMt du copUmc (Paris, 1880). This controversy was carmd mi m die^cadunnis 
of le Fbk October 1849 to October 1850. ProtK&on ftequend^ refem 

to Aeww Mea to hit other nottWy in jBrtto iwl* Vd/tg 

«f., nncl to Mfr pp. 197 Mf. 
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somewhat as follows: Of all the fi>rms of capital which allow of a right 
of escheat to the product trf* the worker, whether in the form of rent, of 
interest, or of discount, the most important is money, for it is only in 
the form money that these dues are actually paid.^ If we could 
suppress the ri^t escheat in the case of this universal form of 
cafntal— 4n other words, if interest wore abolished — die right of escheat 
in ev«ry other case would soon disappear. 

Let us suppose that by means of some organization or other money 
required for the purchase of land, ixiachinery, and buildings for in- 
dmtrial purposes could be procured without interest. Were this the 
case the required capital would then be obtained in that way instead 
of by payment of interest or rent as is the case to-day. The suppression 
of money interest would enable the worker to borrow capital gratui- 
tously, and would give him immediate control over all usdul capital 
instead of renting it. All attempts to hold up capital for the sake of 
receiving interest without labour would thus be frustrated. The right 
of inoperty would be reduced to mere possession. Exchange would be 
redjHxxral, and the worker would secure all the produce of his labour 
without having to share it with others. In short, economic justice 
would be secured. 

This is all very well, but how can the necessary money be obtained 
without paying interest? Everythh^^ depends upon that. 

Proudhon invites us to consider what money really is. It is a mere 
medium of exchange which is designed to facilitate the circulation of 
goods. Proudhon, who had hitl^rto regarded money as capital par 
excelknce^ now treats it as a mere instrument of exchange. ** Money by 
itself is XK> use to me. I merely take it in order to part with it. I 
can neither consume it nor cultivate it.”^ It is a mere medium d 
exdiaz^, and the interest paid merely covers this cost of circulation.* 
But p^)er money will frilfil this function quite as well and much more 
cheaply. Banks advance money in exchange for commodides or supply 
bills which are immediately traniderable into cash. In exchange for 
thb service the banker receives a discount which goes to remunerate 
llu^ sharelmlders who have supidied the cafntal. Why not establish a 
bank without any capital wUch, like the Bank of France, will dis- 
count goods with bills— either circulation or exchange notes? The 
hilb woidd be inconvertible, and conseqimntly would cost scarcely 
assything, and there would be no capital to remttnerate. 

179. 

us. 

ksuaqdy asui^lmmtaryld^ s medium cd* exchsiig^ or s 

M dili ii the case %^t dalm has it to payment? To of 
mmiiiefiilkig siQciqr fiddle service whkh it gira!*V(/^^ ^ 
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Hie service given would be equal to given by die banld^ 
would cost a gtcat deal less. All that would be required to ensure the 
circulation of the bills would be an understanding on part of the 
clientele of the new bank that they would accept them as payment for 
goods. The bearer would thus be certain that they were always im- 
mediately exchangeable, just as if they were cadi. The dients would 
lose nothing by accepting them, for the statutes would decree that the 
bank should never trade in anything except goods actually ddivered 
or under promke ddivery. The notes in circulation would never 
exceed the demands of commerce. They would always represent 
goods already produced and actually sold, but not yet paid for.* 
Following the example of other banks, the bank would advance to die 
seller of the goods a sum of money which it would subsequently recover 
from the buyer. The merchants and manufacturers wcHild obtain not 
only their circulating capital without payment erf interest, but sdso the 
fixed capital necessary for the founding of new industries. These 
advances obtained without interest would enable them to buy and not 
merely to rent the instruments of production which they needed.* 

The consequences erf a reform of this kind cannot be easily enu* 
merated. Not only would capital be freely placed at the disposal of 
every one, but every class distinction would disappear* as soon as the 
worker ceased selling his products at cost price* and government itself 
would become usdess. The aim of all government is to chedt the op- 
presnon of the weak by the strong.* But the moment fair exchange 

* Of. Riswni de la Qjmstion sociaU, p. 39. 

* Moreover, the advances wiD take the form of discount The etOnpfennat who has 
some scheme which he wishes to carry out **wiU in the first place collect mxleis, and 
on the strength of those ordm get hdd of some produ<xr or deakr who has such 
raw material or services at his disposal. Having obtained the goods, he pays fisr them 
by meant of promissory notes, which the bank, after taking due precaution, wfil 
convert into dretdation notes.” The consumer is really a sleeping partner in the 
businem, and betweos him and the inlrtprmewr thoe is no need imr the intervoatixm 
of money at alL (Ofgamsaiien du Oddity (Etam, Vol. VI, p. 123.) IHscount was the 
ftindamental characteristic of the bank, and no critu^ is directed against dtis 
feature of its operatioiis. 

* “How to reserve the bourgeoisie and the proletariat into the middle d a s s, the 
rhift t^ikh lives upon its inemne and that which draws a salary into a class whidi has 
nchher revenue nor wages, but lives by inventing and producing vahiabie commo- 
dities to exeiuuige than for others. The midtfie class is the most aefive class in society, 
and is indy represeatative of a country*s activity. This was the problexn in Fdbmary 

{MMutimHamMt park t^,) ‘ 

* “iteci|iroclty a giuurantee on the part of those who carihange continodilies 
to sell al cost price.** {Udi^MraU d$ U Riv^utkmf pp. 97*98.) 

* “Iho very eadstence of the State implies antagonism or war as the cssm iti al or 
inevkable coodtfion of humanity, a cmidition that calk for foC; intervendhn of a 
ooeteivelbrm vdddidbad put ane^ struffi^le confinua% waging 

weak a^ dm strong.** (Fda da December 3, 1849; Cfianrsr, Voh XD6i^p«;g$») 
t 
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becomxs possible, free contract is.mifficieiit to secure this; tterc is no 
Imiger anyone who is o^inessedi. Ail are equally favoured, fcnr die 
eause of contention has been removed, *^C>ncc capital and labour are 
kiend&d, society will subsist its own accord, and there wiU no 
limgc^ be any need for government.** Government has origin and 
its vdKde being immersed in the economic system.** Proudhon’s 
system means anarchy — ^tbe absence of government.^ 

Such is ProiKlbon*s plan, and mch its a>nsequences. To understand 
its full significance we must inquire whether (1} the substitution of 
exchange notes for bank-notes payable at sight is practicable, and, 
(a) supposing it to be practicable, if it is likely to have the efiects 
anticipated by its author. 

Proudhon states that his system merely involves the universal adop- 
tion of cxdiaiige notes.^ Hie ^cchange Bank would merely append 
the manager’s signature against the particular commodity discounted. 
But the issue of bank-notes at the present time involves nothing more 
thanthis. Instead ofthe bill ofexchange which it now buys, and which 
enjoys oidy a limited circulation because the signatories have only a 
very limited credit, it is proposed that the Bank of France should 
substitute a note bearing its own rignature, which is univmally known 
and testifies to an illimitable amount of credit. In what respects, 
does Proudh<m*s circulating medium differ firmn a bank-note? It 
differs simply in the fact that the signature of the Bank of France 
invedves a pimniae of reimbursanent in metallic money, a commo- 

**When eccmomlc development has resulted in the tramfonnadoii of society even 
deqpite hidf, then the weak and the stremg wiU alike disappear. There will only be 
woriceia; and industrial sedidarity, and a guarantee that their products w^l be sold, 
tend to make them equal ho^ in capacity and wealth.** Voi XIX, p. 18.) 

^ ^^Goosequently we omisider ouxselm anardusti and we have ptoclaimed die 
lict more once. Anarchy is suitable an adult socMy just as hserardiy is for 

aprimidvetme. Human society has progr e s s ed gradually from hicfmrchy to aniurdiy.** 
p. 9 .) A later, is M 4$ la BAokrffai (p. tg 6 ), he states t^t 

the aim of the Revidiition was **to build up a prop er t y oonsdtutton and to dissolve 
or otheri^ cause die disappearance of die potitkal or govermnent system fay mluct^ 
or timidifying, fay decentralizmg and suppressing the whole machiiiety of die State.** 
Tim idea wm borrowed focsn Saint^^Enon, s^ Proiu&on hat admowled^ the 
debt m his ffoAals. Thh conception of industrial society tendering govmn^ 
tmeiemorfeducingktoharniiesiproportk mi iiadevelopitient, tbotqihpe^pafoine* 
udadeats«vagam,ordieeeononncLd)eiato Thefost e^donof the 

J Mmkt m k FnfnM contahis an admiitim of anarducal tendcncsca. **Wliat are 
you, then? I am an anarchist.— understand your efouhts on thh quesd^. You 
t h iak dittt I am agahiti die Goveniiiieiit>^Ttiat h not so. You for my con* 
frsnosi cf fiuth. Having duly pondered over it, and ahhotigh a Sova* of order, I 
haim come to dm ooiKkitioii diat I am hi the fidiett sense of the word mi asardmt*' 

^ pmidem of dieulaiiou h how m smdm dm eadiange iiom imlveisally 

aoe q pdiftis|lmw<o*icuiedimhibaaalwayilme mh ai ig ea t d ^ ^ 
mdoomM^airdgld.^ 113, M4.) 
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dity umvci»aUy acc^ted and (teinandai» wfai}e Proiidhcm^B Ej^shmgc 
Bank alters into no suck definite agx^eement, but znerdy undertakes 
to accept it in Hcu of payment. 

Theoretically, perhaps, the difference may appear insignificant, 
dnce the signatures are the only guarantee of the scdvency of the notes 
of the Bank of France and the Exchange Bank alike. But in inactice it 
is enormous. Hie certainty that the note can be exchanged for money 
gives k a wide cmrency and makes it acceptable to many people who 
rdy implicitly upon their ccmfidence in the bank. They need give no 
thought to the question of its scdvency. A mere circulating medium, 
on the other hand, in addition to transferring a cdaim to certain goods 
bdonging to clients of the bank, involves a certain amount of cxmfi- 
dence in the solvency c£ those dients — 2 l confidence not always easily 
justified. A note of this kiiKl will only circulate amoi^ the bank’s 
clientele. It will never reach the general public as the baidc-note 
actually does. The clients themselves will keep their engagements 
just so long as the bank continues to discount goods that have actually 
been delivered and never refuses payment when it falls due. Failing 
this, the exchange notes, instead of r^^ularly returning to the bank, will 
remain in circulation. A slight crisis or a little tension, and many of 
the clients will become insolvent. The total nominal value o£ the 
exchange notes will quickly surpass the actual value of the goods which 
they rqiresent. There will be a rapid depreciation, and clients evoi 
will refuse to take them. 

It is just posable to conceive of the circulation of such exchange 
notes, but the area of csrcuiation will be a very limited one, and it will 
be utterly impossible if all the dients are not perfectly solvent. 

Let us, however, suppose that the practical difficulties have been 
overcome, and that the exchange notes are already in drculadon. 
Interest will not disappear even thoi, and herein lies the oE^ential 
weakness the system. 

Why does the Bank of France charge a discount? Is it, as Proudhcm 
suggests, becatise it supplies cash in return for a bill of exchange, so 
tiiat sdgnoirial right d* discount”^ would disappear with the 
adoption of a non-metallic currency? The bank changes dkcount 
Amply because it gives a certain quantity of money immedi atdy 
ext^at^^l^ in return for a HU of exchange payaHe sc«ne mtmtbB 
hence. It gives a tangible commodity in cxchsmge tot a piomise— a 
preseik sum for a future* What the bank takes is the diffi^nccbetweeit 
the p resen t value of the bill of exchange and its value when It 
due. It is ti6t the mem vdum of the banker or the employmdif d j£ 

^ OrgmdmUim ^ Oi£i, i \ - a 
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paiiiciilar kind of money tiiat gives rise to discounL It belongs to the 
veiy nature of thix^. Protulhcm notwithstanding, a sale for cash and 
a sale with future payment must remain two different operations,^ at 
least as Icm^ as the immediate pomssion of a sum of money is judged 
to be more advimtageous than its future possession. Experience of 
forced circulation has shcmn this clearly. The Bank of France ^ill 
dbarged discount after its notes ceased to be convertible. The dis- 
appearance of metallic money made no difference to the phenomomn 

disa>unt. 

To this Proudhon would reply that the clients of the bank, under 
the terms of their agreement, are debarred from taking any such 
piremiums. Of course, if they remained faithful to their prcmiises 
interest or discount would be suppressed; but this would result, not 
frtnn the organization of the Exchange Bank, but because of mutual 
agreement. This would be a purely mo^ reform requiring no bank- 
ings contrivance to aid it, but one in which progress mu^ inevitably 
be very slow. 

The Bank of Exchange failing to suppress discount, or to check the 
ri^t of escheat in general, Proudhon’s other conclusions frdl to the 
ground. 

There is something else that Proudhon forgets: that even if it is 
posrible to multiply at will the instruments of circulation it is not 
possiUe to do the same with the capital that results from saving — 
t.s., the division of income between consunq>tion and production. 
The muldfdication of exchange notes without any increase in social 
wealth would have no other effect than to raise all prices — (ff land, 
houses, and machinery, as well as of consumption goods.* Capital 
would be lent as before, and bring less plentiM the hi^ rate cf in- 

* Praudhon always mamtained that h» reform merely combted in transforming a 
credit sak into a cme. But he might as have ssdd that black was white. Far 
from giving mutual benefit, the borrower \iill be the one who will gain most advantage, 
l^sewhere he says that to give credit is iz^rdy to exchange. This is true enou^^ but 
dsioount is employed just to equalize different credit transactsons. 

* The war of gave m the rcmirkable experience of a system under uhkh 

aB rasnnerrial opoatkms were cm a cash basis, arid when the savingi (£ the pidiik 
did not come along fast enough the State made its purchases %vitb paper mcmey which, 
though inconvertible, was atxepted by every one. The result on prices in general was 
list long in foowng itself, though aimost everywhere theie were some ec<xmnrists 
tnidemmistsnte (!) ^ttherisesiipt^wasacauseandiiotanrilbctc^theiimeof 
piqier money. Moreover, in countries where bank-notes were not used and where 
the State borrowed from the banks by means of credit entries to be drawn cm by 
dtOipie, ^ lesults of dtk ctesdkm of sup^d^nentnty puiritaskag power, added to the 
IMtia^ ttairiMrisavi|i§,were^^ Tim rise riprsces In Bnglaixl^ where 

(Vieques wte the plm ei bank-notes, was caused by die muidplkatioii.ri these 
checpiei, as in France foe increase hi foe mmober of notes was foe prind^ 
omseoffoedse. 
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terest or rent would tend to maintdn the high level of prices, aMud diese 
would in turn be still further increased — a strain outcome of a 
reform mtended to lower them! Proudhon, having exaggerated die 
evil effects of gold, now accepts Say’s formula too literally. J. B. Say 
allowed himself to be led into error by his own formula that “Goods 
exchange for goods,” and it is interesting to note that the Exdiange 
Bank is the logical, diough somewhat paradoxical, outcome of the 
reaction s^ainst the Mercantilist ideas concerning money which can 
be traced to Adam Smith and the Physiocrats. 

Thb does not imply that Proudhon’s idea is devoid of truth. The 
folse ideal of free credit contains the germ of a true ideal, namdy, 
mutual credit. The Bank of France is a sodety of capitalists whose 
credit is established by the public who accept their notes. They really 
deal in public onedit. Proudhon saw clearly enoi^h that their notes 
arc ultimately guaranteed by the public. The public are the true 
signatories of these commercial goods. Were the public insolvent the 
bank would never recover its advances, which really constitute the 
security for the bills. The shareholders’ capital is only a supplementary 
guarantee. The Comte Mollien, the Financial Mimster of Napolemi I, 
declared that in theory a bank of issue should be able to operate 
without any capital. The public lends money to itsdf throc^ the 
intermediary, the bank. Why not operate without the intermediary? 
Why n<H eliminate the entrepreneur of credit just as the industrial or 
commercial enirepreneur is eliminated in the case of the co-operative 
society? Discount would not disappear altogether, perhaps, but die 
rate of discount for borrowers would be diminished in proportion to 
the extent to which they stood to gain as lenders. This is the principle 
of the mutual cnxlit society, where the initial capital is almost entirely 
superseded, its place being taken by the joint liability of Ae co- 
operators. Proudhon’s initial conception seems to be reducible to this 
very simple idca.‘ 

It seems that Proudhon was merely following Ae idea a co- 
operative creAt bank, just as in oAer parts of Ae work he copies oAer 
forms of co-operation wiAout ever Aowing much sympaAy for Ae 
principle itself.^ 

^ la the gMrtde tU la RduUatim m XIX* p. 198: **The dtizeos of France 

have a flight to and if need be to jean together foe the establidbaxusiit oCbdos- 

houses, butdiers* Aops, etc., which will sell than bread and meat mod other ar ticles 
of consun^tlon of good quality at a reasonable price, taking die plaoe of die present 
chaotic method, where diort weight, poor quality, and an exorbitant price to 
be the tor a dmMar reason th^ have the right to esta^A a bank, with the ^ 

smount of capital which they think fit, in order to get die caA which diey need for 
thdr tnmsactums m cheafdy as pomld^” 

* Association avoids the waste of Ae retail system* M. Rood r eronmSMm d t kt to 
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In addition to a correct conc^ion of the vahie of mntual credit, 
tha«e runs throu^K>ut his whole system a mm*e fiuidammtal idea which 
hdps to t&tinguish it horn other forms of official Socialism which arose 
either before or afoer his time. This is his profound belief in individual 
hbeity as Iht inffispensable motive of economic activity in industrial 
sodL^es. He realized better than any of his predecessors that eco- 
n mnic liberty is a definite acquisition of modem societies, and that every 
true reform must be based on liberty. He has estimated the strength 
of spontaneous economic forces more clearly than anyone else. He 
has demonstrated their pernicious effects, but at the same time he has 
recognized, as Adam Smith had done, that this was the most pow^- 
iul lever <£ progress. Efis passionate love of justice explains his hatred 
of private property, and his jealous belief in liberty aroused his hostility 
to socialism. Despite his i^nous formula, Destruam et adificabo^ he 
destroyed more than he built. His liberalism rested on his profound 
hcM of econmnic realities, and the social problem of to-day, as 
Proudhon clearly saw, is how to combine justice with liberty. 

Proudhon’s project for an Exchange Bank must not be confused 
with analogous schemes that have appeared cith«: before or after his 
day. All these schemes have a conunon basis in a reform oi exchange 
as a remedy for social inequalities. Apart from this one idea the 
resembkmce is firequmtly superficial, and the economic bases differ 
considerably. 

(i) Proudhon’s idea has often been contrasted with Robert Owen’s 
labour notes, and with the scheme prepared by Mr Bray in 1839, in 
a work entitled Labour^ s Wrongs and Labour^ s Remedy as well as with 
the later system outlined by Rodbertus. Proudhon’s circulating notes 
have nothing in common with the labour notes described by these 
writers. The circulating notes represent commercial goods produced 
for the purpose of private exchai^. Prices arc finely fixed by buyer 
and seller, and they bear no relation to the labour time, as is the case 
with the labour notes. The final result, doubtless, was expected to be 
the same* Proiulhon hoped that in this way the price goods, now 
ffiat it was no longer burdened with interest on capital, would equal 

those small householden who cannot aftord to buy wholesale. But this kind of associa- 
tson is wrong in principle. Give the producer, by helping him to exchange his 
products, an <q>portimity of supplying them with proviskms at wholesale prices, or, 
what comes to the same thing, organize the retuB trade so as to leave tmly just foe 
same adi^tage as in foe case of foe wholesale transaction, and *as80ciation* will be 
unaecesnuy.’^ gMralede la RhxMmy p. 92^) 

^ ^ Tlfo system wmcriitidzed by Marx in to la published in 1847 

^Giatd azid BrsteTs edition, 18^, pp. 9s H seq^), A more recent ato more complete 
Gqporidon Is given in FoxweH^s introduction to Anton Monger’s The Right te Jbe WhoU 
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coftt of pxxlucdon. This result was to be obtained indirectijQ; 
econoHUC errors in the two cases are also different. PrcHiidh<m% errcMr 
lay in his failure to realize that metallic money is a merchanchse ^ 
well as an instrument c{ circulation. The error of Owen, of Bray, aikl 
of Rodbertus consisted of a failure to see that the price of goods in** 
cltKles something more than tte mere amount of labour Ivhich they 
have cost to produce — an error which Proudhon at any rate dM not 
commit. 

(2) Proudhon’s bank has also been confused with other banks Of 
exchange which are really quite different. The ideas underlying such 
schemes had become prominent before Proudhon’s days, and numerous 
practical experiments had been attempted along the lines indicated. 
These banks aimed, not at the suppression of interest, but at a gradual 
rapprochement between producer and consumer, the goods offered for 
sale being bought by the bank, and paid for in exchange notes upon 
an agreed basis of calculation. Buym in their turn would come to 
the bank to obtain the necessaries of life, paying for them in exchange 
notes. An experiment of this kind was made by a certain Fulcrand 
Mazel in 1829.^ In this case the bank was merely an entrep 6 t which 
facilitated the marketing the goods produced. Such a system is open 
to the objection that the value of the notes issued in payment far goods 
would necesssuily vary with the fluctuations in the value these 
goods during the interval which would elapse between the time they 
are taken in by the bank and their eventual purchase by consumers. 

^ Mazel gave an ^exposition of his scheme in a series oi pamphlets written in very 
bombastic languag^ but only of very slight interest to the econosnlit. Anodior bank, 
known as Bonnard’s Bank, was establidied at Marseilles in 1838, and aflerwaids at 
Paris. The ideas are somewhat similar, but much more practicaL Both brandies 
are still in active operation. Proudhon refers to this bank in his CtpadUp^iH^ dts 
Ciasses eumkts. Ck>urcelle-Seneuil gives a very eulogistic account of it in Im Trmti 
d$s BanqueSf and in an artide in the Journal des Sconomistes for April 1853. The modra 
operandi is explained in diree brochures, which may be seen in the Biblioth^ue 
Natkmale. One of these is entitled LisU des ArHcles dispombles d la Bauqm; the odier 
two describe the mechanism of the bank. Darimcm, one of Proudhon’s c&dplSiH in 
his work JO* la Rtform* des Banques (Paris, Guillaumin, 1856), gives an account of a 
large number of similar institutions which were founded during this period. Several 
systems of the kind have also been discussed by M. Aucuy in bis Systknes sockUisies 
d*j£diange (Paris, 1907). But we carmot accept his intopretation of various pennts. 

Bemnard’s Ba^ differs from the others in this way. The client of the bank, instead 
of brii^^ing it some commodity or odier which may or may not be sold by t^ bank, 
gets fimn the bmik smne commodity which he his^lf requires, promising to supfdy 
the bank with a commodity of his own produedem whehever the bank requires it. 
The bank charges a commi^n on every transaction. Its one akn is to bring buyer 
and seller togedier, and the notes are simply payable aoccntling to the condkkms 

written dn them. Bat they cannot be regmtfod as mh^tmes fdr bank HUs. 
Banque d*&hanq* dt MarstsUe^ C, Bommd et Ctr, Jhndde par Atte da 10 Jamkr^ 18^ 
(Marseilies, 18^). ^ 
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Proudhon^s plan was to discount ti^ goods already bou^t or actuaUy 
deEvered. The bank would only advance what was actuaUy promised, 
but would make no charge for accommodation. Depreciation could 
only arise if the buyer ware insolvent. It could never result jfrom a 
faU in price as a result of a diminished demand for the product 
Pnmdhon Tenounced all dealings with solidarity when he dmnissed 
Maze’s project.^ 

(3) M. Solvay, a Belgian entrepreneur^ Jias recently elaborated a 
sdieme of ^sodal accounting.’ He also proposes the suppression of 
metaUic money and the introduction of a perfect system of payment. 
Here, howevor, the analogy ends. 

What Solvay proposed was the replacement of metaUic money, not 
by bank-notes, but by a system of cheques and clearing-houses. His 
plan owes its inspiration to the modem development of the clearing- 
house system. Solvay thought that the system might be so extended 
as to make the employment of money entirely imnecessary. To every 
such clearing-house the State would hand over a cheque-book, cover- 
ing a sum varying with the amoimt of real or personal property which 
tie house possessed. This cheque-book was to have two coltimns, one 
for receipts, the c^er for expenditure. Whenever any commodity 
was sold, the Equidation of debt would be ciFcctcd by the buyer’s 
stamping the hook on the receipt side and the seller’s stamping it on 
the expenditure side. As soon as the total value of these transactions 
equaUed the initial sum which the cheque-^book W2is supposed to 
represent the book would be returned ta the State bureau, where each 

repudiate Mazel’s system root and branch,” he declares in an article con- 
tributed to Le PeupU of December 1848 {(Euoresy Vol. XVII, p. 221). He ako adds 
that whoi he wrote first he had no acquaintance of any kind with Mazcl. **It was 
M. Mazel who on hk own initiative introduced himself to me and told me of his 
idea.” In one of his projects, puldished on May 10, 1848, Proudhon seems inclined to 
adopt this idea, just for a moment at any rate. Article 1 7 seems to hint at this. ** The 
notes will always be exchangeable at the bank and at the offices of members, but only 
against goods and services, and in the same way commodities and services can always 
be idfehanged for notes.” (Risumd de la QjtesHon socude^ p. 41 .), This ardde justifies the 
interpretation which Cfourcelle-Seneuil puts on it, in his TraiU des Operations de Banque 
(9lh ed., 1899, p. 470), and which Ott accepts in his TraiU d*£conomie sodale (1851), 
which, mcaeover, contams a profound analysis and some subtle criticism of Proudhcm’s 
idea. But we think that this suticle was dmply an oversight on Proudhon’s part; for 
beyond a formal refutation of Mazel’s idea there is no reference to it in any of his 
odme works, not even in the scheme of the People’s Bank. Moreover, it seems to 
coaa^radict ihe statement that the notes would be issued against commodities vduch 
had been actually sold and delivered, ea well as other articles of the scheme— e.g., 
Artiele 30, dealii^ with buying and selling. It also conflicts with the idea that the 
discOimtiz^ goods is the prin^ and essential oparation of the bank. In our opinion, 
Dehl in book Prgud]^ (P. J. Lekre u, sdn Vd. II, p. 1%) 

is wnong in thinking that the Exchange Bank would issue notes against all kmds ^ 
goods without taking the trouble to discover whether they had been sold or not. 
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individtial account would be made up. this way cYcrybod/s 
receipts and expenditure will always be known with absolute clear- 
ness.”^ 

The advantage of such a system would in the first place consist in 
the economy of metallic money. In the second place it would fiimish 
the State with information as to the extent of everybody’s fortune. 
The State would then be in possession of the information necessary for 
setting up an equable scheme of succession duties which would 
gradually suppress the hereditary transmission of acquired fortiuie. 
Such gradual suppression would result in the total extinction of the 
fimdamental injustice df modem society, namely, the inequality of 
opportunity.® It would also help the application of that other prindple 
of distributive justice, namely, ‘to each according as he produces.’ 
The idea is Saint-Simon’s rather than Proudhon’s. 

The scope of the proposed reform is quite clear. Social accounting, 
according to Solvay, is a mere element in a more general conception, 
that of ‘productivism,’ which in various ways is to result in increasing 
productivity to its maximum.® 

In all this it is impossible to see anything of Proudhon’s ideas. 
With the exception of the suggestion of suppressing metallic money 
the fundamental conceptions are utteiiy different. M. Solvay maikes 
no pretence to ability to suppress interest, and he never imagines that 
money is the cause of interest. The cheque and clearing system is a 
mere device for facilitating cash payment. It has nothing in common 
with the Proudhonian system, whereby circulating notes are supposed 
to place credit sales and cash payments on an equal footing.* 

The most serious objection to Solvay’s system lies in the fact that 
the suppression of money as a circulating medium must also involve 
its suppression as a measure of value. It seems difficult to imagine that 
the universal cheque bank with no monetary support would not result 
in a rapid inflation of prices because of the superabundance of paper. 
But although the particular process advocated by Solvay is open to 
criticism there can be no objection to his desire to diminiidi the quantity 

^ ArmaUs d$ VInstUut Sobu^f Vol. I, p. 19. ® Ibid^ p. 25. 

* Cf. Principes tPOrientation sociale, a r^um^ of Solvay’s studks in productivism and 
accounting (Brusseb, 1904). 

* Although Solvay’s scl^e seems very differeia Prcnidhon’s, it possesses 
features that receiv^ the highest commendadon from the Luxembo^ Gcmunlsr 
sion. In VExposi ghUrd dt la Commission de Coummemnni pour Us IfrajbailUwrs, which 
appeared in Le Mofdteur of May 6, 1848, we read: ’’When m the future associadon 
has become complete, thare will be no need for notes, even. Every transac^^ will 
be carried on by balancing the accounts. Book-Keepers will take the place of collect- 
ing clerks. Money, both paper and metallic, is largdy ^iperfluous even in present-day 
society.” The author then proceeds to outline a scheme of clearing-houses. 
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of ix^allxc mox^ or to further the ideal of equal oppcHttunty for 
alL 

The project was never succesrfiilly put into practice. like the 
cognate ideas of ‘the right to work,’ ‘the organization of labour,* and 
‘working max’s associations,* the idea of ‘free credit* has left behind 
it a mere manory of a siaiden cheek. 

On January 31, 1849, Proudhon, in the presence of a notary, set up 
a society known as the People’s Bank, with a view to showing the 
practicability of free credit. The actual organization differs con* 
siderably from the theoretical outline of the Exchange Bank. The 
Exchange Bank was to have no c:apital: the People’s Bank had a 
capital of ^ooojooo francs, divided into shares c^ the value 5 francs 
each. The Exchange Bank was to suppress metallic money: the 
People’s Bank had to be content with issuing notes agaimt certain 
kinds commercial goods only. The Exchange Bank was to suppress 
interest: the People’s Bank fixed it at 2 per cent., expecting that it 
cx>uld be reduced to a minimum of 4 per cent. 

Despite these important changes the bank would not work. At the 
end of three months the subscribed capital was only i8,(X)0 franc:s^ 
sdthough the numl^ of subscribers was almost 12,000. Just at that 
nunnent — ^March 25, 1849 — Proudhon was brought before the Seine 
Assize Cknirt to answer for two articles published on January 16 and 
27^ 1849, containing an attack on Louis Bonaparte. He was sentenced 
to hree years’ imprisonment and fined 30CX) francs. On April ii 
he announced that the csxperiment would be discontinued, and that 
“events had already proved too strong for it,” which seemed to 
suggest that he had lost faith in the scheme. 

From that moment fire c:redit falls into the background, and 
political and social considerations obtain first placo in his later works. 

IV: PROUDHON’S INFLUENCE AFTER 1848 

It is extremely difficult to follow the influence of Proudhon’s thought 
aftor 1848. 

Karl Marx, who was almost unknown in 1848, became by the 
publication of his Kapital in 1867 practically the sole representative c^ 
theoretical socialism. Marx’s Misire de la Philosepfde^^ published in 
i 8 | 7 » ^ ^ bitter criticism of the Coniradieikms iconmdgues^ and shows 
bow violently he was opposed to Proudhon’s ideas. To the champion 
erf* ccdleothdam the advocate of peasant proprietoirii^ is s(»uceiy 

^ A bit at ^rou^um’s Pkilossphk de la Misk^, riikb was the sub-title bf hk CoalPth 
di^ums 
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Proudhon’s inpuuence after 1848 

compnsfaensiUe; die theorist of class war can hardly be eiq»ebted to 
sympathize widi the advocate of class iusioa, the revolutionary wkh 
the padficist.^ The success of Marx’s ideas after 1867 cast all piNsviotxs 
social systems into the shade. Proudhon, he thought, was a mere pHU 
b(mrg$m, Whoi the celebrated International Working Men’s Associa- 
tion was being founded in London in 1864 the Parisian workmen who 
took part in it seemed to be entirely under the influence of Proudhon. 
At the first International Congress, held at Geneva in i££6, a memorial 
was presented which bore clear indications of Proudhon’s influence, 
and its recommendations were adopted. At the following Congress, 
in i%7, Proudhon’s ideas met with a more determined retistance, and 
by the time of the Congress of Brussels (1868), and that of Basle (i86g), 
Marx’s influence had become predominant. 

One might even doubt whether the Proudhonian ideas defended by 
the Parisian workmen in 1866 were really those of the Proudhon of 
1848. They seemed much more akin to the thesis of his last work. 
La CapaciU politique des Classes otmihes^ published in 1865. This book 
was itself written under the inspiration of a working men’s movement 
which had arisen in Paris after 1862 as the result of a manifesto 
signed by sixty Parisian workmen. This manifesto had been submitted 
to Proudhon as the best-known representative of French socialism. 
The attitude of the French workmen at the opening of the Inter- 
national,” then, was the effect of a revival of Proudhonism as the out- 
come of the publication of this new volume rather than a persistence 
of the ideas of 1848.* 

The revival was of short diuration. Since then, however, the Marxian 

^ In a letter written to Karl Marx on May 17, 1846 {Correspondancey Vol. II, p. 199), 
it propos the expression **at the moment of striking,** which Marx had employed^ 
Proudhon takes the opportunity of dedaring that he is opposed to all kinds d revolu- 
tion. **You are perhaps still of opinion that no reform is possible widiout some kind 
of struggle or revolution, as it used to be called, but which b noflung more^or less 
dian a shock to society. That opinion I shared for a long time. I was always willing 
to discuss it, to explain it, and to defend it. But in my later studies I have ccMnpletdy 
changed my opinion. I tldnk that it b not in the least necessary, and diat consequently 
we ought not to consider revolution as a means of social reform. Revolution means 
an appeal to force, which b clearly in contradictitm to every project d reform. I 
prder to put the question in a di£Sn*ent fashimx, namdy. How can we arrange the 
economic activities of sodety in such a fashion that tiie w^th which b at present lost 
to sodety may be retained for its use?** And in the Cot^essions d*un Rivolutiomudre, 
p. 61 : revolution b an ocplosion of organk forces, an evolutkm spreatfttig Bom 

the heart of society throu^ all its membm. It can osdy be Justi^d if it beapon^ 
taneous, peaceftil, and gradual. It would be as tyrannous to try to suppress it as to 
bring it about through violence.’* See M. Bourguin’s artide on ProucBion and Karl 
Marx br tik Rum ^&emnde poHHqm^ 1893. 

* On tiib pdnt see Puedi, Pmtim et VkOmmtimmk ^Farb, 1967); by 

M. Andler; and Maxime Leroy’s introduction to the bodk De la CapacUi Ms Clasm 
morikm in the edition of hb complete works puldbhed by Marcel Rivkre (Park, 1924). 
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kldas have been jmbimtted to vary thorough criticism, .and many 
twaiticth-ccntury . French writers have displayed an entirdy new in- 
terest in Rroudhon’s ideas. These writers, chief among whom is Geoxges 
Sord, combine a great admiration for Marx with a no less real respect 
for Froudhon. The fact is that Proudhon, though commonly considered 
a sodaHst, is above all el% an individualist We shall meet him again 
in our chapter on the Anarchists. The fault he finds with liberalism 
is that it could never bring liberty and equality to eveiy one. The all- 
powerful State remams for him the supreme danger in modem com- 
munities. In his Thiorie rmoelle de la propriiti he returns at the end of 
his life to his eariier ideas, and regards property as “the greatest 
revolutionary effort in existence that can put up an opposition to 
power.” “Ihe State,” he writes, 

though constituted in the most rational and the most liberal fashion 
and animated by the purest intentions', is none the less a mighty 
power, capable of wiping out everything around it if it is not given 
some counterweight. \^at is this counterweight to be? Where 
shall we find a power capable of counterbalancing this formidable 
might of the State? There is no other except property. Take the 
sum total of all the forces of property and you have a might equd 
to that of the State. (P. 137.) 

Thus it is that “property, in its origin and nature a vicious and anti- 
social principle, is yet destined to become by its very universality and 
the co-operation of other institutions the pivot and mainspring of the 
entire social system.” 

This social system is really nothing but generalized liberalism in 
which the exchange of services will no longer be vitiated by the 
monthlies and privileges that existing liberalism has neither prevented 
nor opposed. This new liberalism, fi*eed fix>m the defects of the older 
liberalism, is the system of * mutualism,’ in which each will receive a 
value exactly equal to what he gives in exchange. Proudhon thus 
remains the most impassionol and the most eloquent exponent of the 
ideas of the French Revolution, whose principles he extends to the 
whole of social life and not merely to the realm of politics. It is for 
this reason that his prestige as a writer has continued to grow during 
the last twenty years, so that writos belonging to parties to which he 
was always hostile claim kinship with him. In this respect he ronains 
the most marked ^pement of that State socialism which, as we shsdl 
sec in a later chapter, has at length won over almost every country 
during the last half-century, and that finds its completest onbodiment 
xn.Gmnan National Socudism ainl Russian socialism. 



Book III: Liberalism 


It is time we returned to the Classical writers. Now that the combat 
had grown fierce among its critics, we are anxious to know what the 
Classical school itself was doing to repel the oxi^aughts of the enony. 
Its apparent quiescence must not mislead us into the belief that it was 
already extinct. Although the great works of Ricardo, Malthus, and 
Say were produced early in the century, it cannot be said that ccfmondc 
literature even after that period, especially in England, had remained 
at a standstill. But no work worthy of comparison with the writii^ of 
the first masters or their eloquent critics had as yet appeared. Now, 
however, the science was to captivate the public ear a second tim^, and 
for a short period at least to unite its many votaries. 

But the union was no true one. The Classical school itself was about 
to break up into two camps, the English and the French. In no sense 
can they be r^^arded as rivals, for they are defenders of the same 
cause. They are both champions of the twin principles of Liberalism 
and Individualism. But while the first, with John Stuart Mill as its 
leader, lent a sympathetic ear to the vigorous criticism now rampant 
everywhere, which claimed that the older theories ought to yield place 
to the new, the French school, on the other hand, with Basdat as its 
diirf, struggled against all innovation, and reaffirmed its faith in the 
* natural order’ and laissez-/aire. 

This divergence really bdongs to the origin of the science. Traces of 
it may be discovered if we compare the Physiocrats with Adam Smith, 
or J. B. Say with Ricardo; but it was now accentuated, for reasons 
that we shall presently indicate. 

Our third Boc^ naturally divides itself into two parts, the one 
devc^ed to the French Liberal school, the other to the English. 


CHAPTER I: THE OPTIMISTS 

Thb inevious Book has shown us the unsetded stato of ecoac^c 
science. It has also indicated how the sdrace wsis turned frbto its 
original course by reverses suffered at the handf of criticism, styjaBsnjy 

3^9 
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and interventionism, which were now vigorous everywhere. The time 
had come fin* an attempt to bring economic science back into its true 
path and to its old allegiance to the ^natural order,’ a position which 
it had renounced since the days of the Physiocrats and Adam Smith. 
This was the task more specially undertaken by the French economists. 

The attitude of the French school is not difficult to explain, for the 
Ft^ench economists foimd themselves faced by both socialism and 
Ptt>tection. We must never foi^t that France is the classic land of 
sodalkm.^ The influence exercised in England by Owoi and in 
Germany by Weitlin^ or Schuster is unworthy of ccmiparisan with the 
e^ted role played by Saint-Simon, Fourier^ or Prmidhon in France. 
The latter writers wielded a veritable charm, not merely over working 
men, but also over the intellectuals, and on that account were all 
the more dax^^erous, in the opinion of economists. 

French Protection was never represented by such a prominoit 
champion as Germany had in List, but it was none the less active. 
Protection in England sucxumbed after a feeble resistance to the repeal 
movement led by Gobden, but iii France it was powerful enough to 
retist the campaign inaugurated by Bastiat. It is true that Napoleon III 
suppressed it, but it soon res^peared, as vigorous as ever. 

The French schoed had thus to meet two adversaries, disguised as 
one; for Protection was but a counterfeit df socialism, and all the more 
hateful because it claimed to increase tiie happiness of proprietors and 
manufacturers — of the wealthy; while socialists did at least aim at 
increasix^ the happiness of the workers — of the poor. Protection was 
also moxe injurious, for being in operation its ravages were already 
felt, whereas the other, happily, was still at the Utopian stage. But in 
hitting at both adversaries at onCe the Frcxich school discovered that 
k possessed this advant£^e: it was free from the reproach that it was 
serving the interests of a particular clitss, and coidd confid^tly reply 
that it was fighting for the coxmnon good. 

A war of a hundred years can scarcely ffiil to leave a mark wpon 
the xiation which bears the brunt of it, and we think that this idfinds 
some explanation of the apologetic tendencies and of the normative 
axKl finalistic hypotheses for which the French school has so often been 
reproached. 

It is xiecessary that we should try to understand the line of argument 
by the French wiiteTs in ^ifefibtsdxhg the opthnistk' ddctxia^ 

fMtt Is recQgxazed even by Gennest pcofie who 

fpetah^ to evoi m iti ewrlier have ixmnortalized diemselyei/’ 

says 8^ Gmot when ^>eaktng of France Just about the time that our ^apter 
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which they so mistook for the sdence itsdf. Tl^ argiied^smae- 
what as follows: 

’^Pessimism is the great source of evil. The scunbre proffoecies.i^ 
the pessimists have destroyed all belief in ‘natural’ laws and in die 
iqiontaneous organization of society, and men have beoa driven to se^ 
for better fortune in artificial organization. What is especially needed 
to rdfiite the attacks of the critics, both socialists and Protectionists, is 
to free the science fi*om the compromidng atdtiide ad<^ti^ by Malthus 
ami Ricardo, ami to show that their so-calfod ^laws’ have no real 
foundation. We must strive to show that natural laws lead, not to 
evil, but to good, although the path diither be sometimes by way of 
evil; that individual interests sure at bottom one, and only superficially 
antagonistic; that, as Bastiat put it, if every one would only follow his 
own interest he would unwittingly fibd that he was advancing the 
interests of all/’ In a word, if pessimism is to be refuted it can only be 
by the establishment of optimism. 

It is true that the French sdiool protests against the adjective 
* optimistic,’ and refuses to be called ‘orthodox.’ Its protests would be 
justified if optimism implied quietism — ^that selfish contentment of the 
wdl-to-do bourgeois who feeb that everything b for the best in dus 
best of all worlds — or the attenuated humaciitariamsm of those who 
think that they can allay suffering by kind words or good deeds. It 
b nothing of die kind. We have already protested against interpreting 
laissez-faire as a mere negation all activity. It ought to be accqited 
in the English sense of fair play and of keeping a clear field for the 
cennbatants. Tlie eednombts both of the past and of the present have 
always been indefadgaMe wranglers and controversialbts of the first 
order, and they have never hesitated to denounce abuses. But thdr 
opdmbm b based upon the belief that the prevaleace of evil in die 
economic structure b due to the imperfect realization of liberty. The 
best remedy (or these defects b greater and mmre perfect libeity;^ 
hence the tide “Liberal,” to which the school lays dsum. The Kbcrty 
of the worker b the best guarantee against the expbitadim of hb 
labour and the reduction of wages. M. J^nile Ollivier, the author Of 
the law which suppressed combination fines, declared that fireedom of 
combination would put an end to strikes. Free loans would Cause the 
disappearance oT usury. Freedom of trade wmild put an end to the 
adulteration of goods and the reign of trusb. Cbn^ddon wouW 
everywhere spqore che^p production and just distribution.* 

^ “So many thingi.have wc atteis^tedl Ifow is it Ifeat Ifoerty, the afi, 

hat been ^ven a trial? “ (BasdavHtpaMai|i> clMipter ix, p.; ; . r « 

* One of the aections d Donor’s La libarhi ik TrtmU is entitled: “Of|dic IRmc 
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Thk optimkm; strengthened and intensified^ deepened their dis- 
triHt of every kind of social reform undertaken with a view to protect- 
ing^the weak, whether by the masters themselves or through the inter- 
vention <rf‘ the State. Liberty, so they thought, would finally remedy 
the evils which it seemed to create, while State intervention merdy 
aggravated the evils it sought to correct.^ 

What seems still more dngular is their scant respect for ^associa- 
tiox&mi’ as outlined in our previmis chapter. It found just as little 
&vour as State control. They did not ^splay qirite the same con- 
toHpt for it as was shown by the Revolutionists. It was no longer 
actn^y comlemned, and they put forward a formal plea for the right 
of combination, in politics, in religion, industry, commerce, and 
labour. But they always interpreted it as a mere right of coalition or 
association with a view to protecting or strengthening individual 
activity. Association as an instrument of social transformation that 
would set up co-operation in place of competition, and which in the 
name q£ sdidarity demanded certain sacrifices from the individual for 
the sake of the community, was not to the liking of the Liberal Indi- 
vidualist school. Even the less ambitious and less complete forms, such 
as the co-operative and the mutual aid society, seemed to them to be 
fill} of illusions and deceptions, if not actually vicious.^ 

The most striking characteristic of the French school is its un- 
bounded faith in individual liberty. This distinctive trait has never 
been lacking throughout the century and a half that separates us 
ftcan the time of the' Physiocrats. Its most eminent representatives, 
vdfi^e spuming the title Orthodox or Classical, have repeatedly 
declared that they wish for no other name than Liberal.’ 

Means oi remedying the Evils from which the Workers suffer, by extending the 
Sphere of G>mpetition.*’ (Book IV, chapter x, para. i8.) 

** As a matter of says Dunoyer elsewhere, “ this competition which seems such 
an dionent of discord Is really the one solid bond which links together all the various 
sections of the social body.” 

^ “Whenever the State undertakes to supply the wants of the individual, the indi- 
vidtxal himself loses his right of free choice and becomes less progressive and less 
human; and by and by all his Mlow citizens are infected with a similar moral in- 
digence.’^ (todat. Harmonies^ chapter xvif, p. 545.) 

* thmoyer says: “You may search the Hterature of association as much as you like, 
htU you wiH never cenne across a single intelligent discusdon of an equitaHe means 
ofdhtributkm.” {LikefU da Trmdl, Vol. IX, p« 397>) Further, he asserts that associa- 
has ihunaged social even more than individual morality, because nijjhing will be 
cemskiered lawful unless done by society as a whole. It is true that in this case he 
was speaking chiefiy of corporadve association, but the condemnadon has a wider 
mqfxnt. 

^ Oh the occasion of the intemadonid of econotmsts at the Paris Exposi- 

tion in July 1900, Levasseur, one die mmt hiodeiate members of the liberal schodi, 
sidd: “Ihm hr dh heed to draw any tBsdnedon between tn. Liberal econohiists 
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It is marked by a certain Want of sympathy widb the mBUsm in 
their sufierings. Science, doubtless, does not make for Sfmpaikyx But 
what we merely wish to note is the presence of a certain taictency — 
already very pronounced in Malthiis — to believe that people’s mis- 
fortimes result from their vices or their improvid^t habits.^ The Liberal 
school was quite prepared to extend an enthusiastic welcome to the 
teaching of Dmwin. He pointed out that a necessary condition of 
progress was the natural selection of the best by the elimination of the 
incapable, and that the price paid is not a bit too high. Belief in iht 
virtue of competition led to the glorification of the struggle for life. 

But the Liberal school failed to demonstrate the goodness all 
natural laws; neither did it succeed in arresting the progress either 
socialism or Protection. The end of the nineteenth century found it 
submerged bei^th the waters of both currents. Yet it never once lost 
confidence. Its fidelity to principle, its continuity of doctrine, its 
resolute, noble disdain of impopularity, have won for it a unique 
position; and it deserves better than the summary judgment of foreign 
economists, who describe it as devoid of all originality, or at best as 
only a pale reflection of the doctrine of Adam Smith. 

In this chapter we are to study the period when liberalsm and 
Optimism were at the height of their fame. It runs from 1830 to 1850. 
It was during this epoch that the union of political and economic 
liberty took place. Henceforth they are combined in a di^le cult 
known as Liberalism. Economic liberty — ^that is, the free choice of 
vocation and the free exchange of the firuits of one’s toil — no longer 
figured in the category of necemry liberties, alongside of liberty of 
conscience or freedom of the Press. Like the others it was one of the 
successes already achieved by democracy or civilization, and to attempt 
to suppress it was as vain as to try to make a river flow backward. It 
was just a part of the wider movement towards freedmn firom all 
servitude. 

The appearance of political econmny at the time when the old regime 
was dbowing ngns dT disintegration is not without signi£cance; The 
Physiocrats, who were the first Liberal Optimists, were unjusdy 


ought not to be divided in this way. There may be difrerent c^pixlibiis on the question 
of applying our principles, but we art all unit^ on this question of liberty. A man 
bedomes wealthy, success, or powerful sooner is fiee^ The more liberty 
we have, the greater die stimulus to labour and thought and to the production o£ 
wealth.^’ Angust 15, 1900.^ 

' ^ a good thing to have a number of in society to whhhtoii^ 

that Conduct di^inselves bi^ are lial:^ to fidl, and fiom whiidi diey can rke Oidy 
bydhitof goodbdbaviotn^. Want is just sudb a hell.’* (X>unoyer, La 

P.409O 
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and aeglect^d by tbeir own descoadantsi not because of dieir 
econc»nic . errors so much as because of their political doctrine^) 
especially their acceptance of legal despotism, which se^ed to the 
14berals .of 1830, if not an. actual monstrosity, at least a sufficiently 
t)^cai survival <rf the <M regime to discredit the whole Physiocratic 
system.^ ^ 

Charles Dunoyer’s book, which appeared in 1845,* and which bears 
Ihe signiiicant title of Di la Lih&rU du Travail, ou single E^sd des 
Qanditions dans lesqueUes U$ Forces humaines s^exercent mec U plus de Pms^ 
saace, exactly marks this era of politico<^economic Liberalism. But 
although Dunoyer’s book is a eulogy (^liberty in all its forms, especially 
its compe^dve aspects, the optim^tic note is not so marked as it is in 
another much more celebrated work which appeared about the same 
date — Les Harmonies iconomiques of B^tiat {1850). The Harmonies and 
the other works of Bastiat contain all thevesscntial traits of the Liberal 
doctrine. His extreme optimism and his belief in final causes have been 
disavowed by a great many of the Liberal economists, but he remains 
the best-known figure of the Optimistic Liberal group, and possibly 
of the whole French school. 

Anothor economist whose name is inseparably linked with the 
Optimistic doctrine, and of whom we have already made some men- 
tion, is the American Carey.^ In many respects Carey ought to be 
given &c^ place, were it only because of his priority as a writer, and 
e^dally, perhaps, since he accuses Bastiat of plagiarism. In his 
treatment of certain aspects of the subject, such as tl^ question of 
method, in the logical omsistency of his argument, and in the so^ 

^ See the discussion of the political doctiine of the Physiocrats, pp. 51 tt s$q^ 

‘ lotions of the same work appeared betweoi 1825 and 1830; but the volume was 
much smatkr and a different tide. Dunoyer will again engage our attentmn 
towards the end of this chapter. Cf, Villey, UtEumiconomiquede Dwwyer (Parish 189^). 

* Hemy Charles Carey was bora at Philadelphia in 1793, and died in 1879. 
to the age of forty-two he followed the profession of a piiblisher, retiring in 1B33 ^ 
devote himself to economic studies. The three volumes of his Prineipies of Pol^iad 
Edmom)f were issu^ in 1837, 1838, and 1840 respectively. In 1848 ai^)eared Th Past, 
the Present, and the Future, which contains his dieory of rent, in 1B50 hhe Hamwvt 
If^^sts, Agricultural, Mamfaeturing, md Commmud,. wsa published, and in 1838-59 
Im Ptineiples of Social Science, 

These dates possess some impmtance. At die time of the publication of the i^anitofnsr 
Carey wrote a letter to dtcjouraal drs £^onamiaes accusii^ jBastiat of plagiarkm. 
;%iidat, >dio was already on the point of death, wrote to the same paper to <Mmd 
hboieif* admitted ,^t he had read CareyV Btst book, and excuses himadf lor 
not maldngrimy referessce to it dm ground Carey had said so many uncompli- 
mentary diings about the French that he hmhated to recommend his work. Several 
economists have smccjniade the aiserdon dmt Basdat merdy copied Gatey, 
blit dlls n S^oss op^geradoo* .Co i add ec ice fa a, common ieature in Istmary and 
tt^nt^c l^toiy. We have qtdte a recent instance in. the sinmUaneous ^^^pgnruvex of 
die utility theory in England and France. 
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of hkdisciissiiM Of sudb a problem as that reot^ he dii^lays a aiiaiiDed 
supericBity. In our exposition of Bastiat’s doctrine we shall to 
Garey^ the al^ntion which it deserves. Our decirion to give Sastii^ 
and not Carey the central position in this chapter is due in the first 
[dace to the consideration that we are writing, primarily for Premdh 
studostS) who will be more frequently called upon to read Basdat than 
Carey; and, in the second place, to the fact that the works of the 
American ecemomist appeared at a time wl^ economic instme^on 
scarcely existed in the United States, and consequently his writix^ 
never exercised the same influence as those of the Froich economist, 
whidi appeared just when the war of ideas was at its fiercest. Finally, 
Carey’s doctrine is lacking in the beautiful unity of conception of the 
Hwmmies^ so that alongside of the advocacy of free competition among 
individuals is presented an oudine of national Prot^don. Thta we 
have been forced to divide our treatnaent oi Carey into two secdmis. 
The heterogeneous, not to say contradictory, character of his doctrines 
accounts for his appearing in two different chapters. 

Basdat,^ both at home and abroad, has always been regarded 2^ 
the very incamadon of bourgeois political economy. Proudhon, 

^ Fr6d6ric Bastiat, bom m 1801 near Bayonne, belonged to a fiunily of fairly wealthy 
merchants, and he himself became in turn a merchant, a fanner in the Landes dis- 
trict, a justice of the peace, a councillor, and finally a deputy in the Constituent 
Assonbly of 1848. He made little impression m the Assembly; but he scarcely had 
time to become known there bdbre his health gave way. He died at Rome in 1850, 
at the age of forty-nine. 

Brief as was Basdat’s life, his literary career was ^lorter stilL It lasted just six 
years. His first article appeared in the Jmtmal des &an(nmstes in 1844. His one book, 
appropriately called Les Hamomes kmondques^ written in 1849, remains a fragment. 
In the meantime he published his Petits Pmr^ihkts and his Sapkismes, which weze aimed 
at Protection smd socialism. He was very anxk>us to organize a French Free Trade 
League on the lines of diat udiich won such triumphs in England under the guklance 
of Gobden, but he did not succeed. 

His life was that of the publicist rather than the sdiolar. He was not a bookworm, 
although he had read Say before he; was nmetecn, and Fraiddin’s Peer MkhaniPs 
Ahnamc soon afterwards. He was very enthusmstic about the merits of Framklin^ 
worb, and Franklin’s influence upon hh writings, even upon his personal appearance 
and behaviour, is very marked. **With his long hair, his small Cap, his l<mg frodt- 
coat, and his large umbrella, he seemed for all the world like a rustic cm a vint to 
town.’* (Molinan m the jWjPio/ des £emomisUs^ Fdmiary 

These biographic details should not be lost sight of, especially by those who 
accuse him of lacking scientific culture and of being more of a jbmnwit dum an 
eoonmmk. 

Deqto the.foct he has been severely ju(%ed by , foreign ecomon^ts, he is st^ 
very popular in France* His wit is a little coiarse, his iroi^ smnewhat blimt, and his 
dii^untel are perhaps too niperfidal, but his moderatioii, his good sense, and hh 
lucidity leave' an fod^lde irnpresdem On the ^adWe axe by no means eertaixi 

that foo Pem^id^ exe not stili the best .bocdpi a young itud^ 

of pdidcal ecoxHM^ean posubly read. Moreover, we dsall find by and by t^ 
pur^^identiAb p^ofl^,^^kn by no meaxiinegBgit;^* ' 
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Ls^lsalle, bis famous pamphlet Bastiai SchulzerJDeliizscht Gairnes^ 
Sidgfwick^ Marshall, and Bdhm^Ba^m'k all think of him as the advo* 
cate of the existing order* None of them considers him a sciend&c 
writa:. They treat his writings as a kind of amplification of Franklin’s 
P$0r Bicluffd^s Almanac^ where apolc^es take the place of demonstra- 
tion and a much-vaimted transparency style is simply due to absence 
of thought, 

Jteistiat deserves a justcr estimate. The man who wrote that *‘if 
capital merely exists for the advantage oi the capitalist I am prepared 
to become a socialist,” or who declared that “one important service 
tha^t still requires to be done for political economy is to write the history 
of spoliation,” was not a mere well-to-do bourgeois. It is true that he 
carried the ‘isms’ of the French school to absurd lengths. An unkind 
fate decreed that his contribution shpuld mark the culminating-point 
of the doctrine, to be followed by the inevitable reaction. To the force 
of that reaction he had to bow, and his whole work was demolished. 

Bastiat’s arguments against socialism are somewhat antiquated, but 
so are the peculiar forms of socialist organization which he had in 
view when writing. This is not true of the arguments dealing with 
Protection. These have not been entirely useless. Though they failed 
to check the policy of Protection, they definitely invalidated some of 
its arguments. If modern Protectionists no longer speak of the “in- 
imdadon of a country” or of an “invasion of foreign goods,” and if the 
old and celebrated argument concerning national labour is less fre- 
quently invoked as a kind of final appeal, we too often forget that all 
this is due to the small but admirable pamphlets written by Bastiat. 
Such were The Petition of the Candle^makers and The Complaint of the 
Left Hand ngainst Ae Right. No one could more scornfully show the 
laughable inconsistency erf tunnelling the mountains which divide 
countries, with a view to facilitating exchange, whUe at the same time 
siting up a customs barrier at each end; or expose the patent contra- 
diction involved in guaranteeing a minimum revenue to the landed 
proprietors and capitalists by the establishment of protective rights, 
wirile refiish^ a minimum wage to the worker. No one has better 
emphasized the difficulty of justifying an import duty as compared 
with an ordinary tax, for a tax is levied upon the individual for the 
bei^fit erf all, while a duty is levied upon all for the benefit of the fiw. 

He has not been quite so happy in his eseposition of individualism. 
'Illte bas been over-simplified: iufiividual and international 

eaachmige iiave b^n treated as rf they were on all fours* Analogies, 
inore amd^foig dxan solid, are emj^lbyed to show tbat the advantages 
of intematmnal bradc are greater if a country has an unfavoutiablc 
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balance against it, and that international exchange btoefitx poor 
countries most.^ 

The thesis of the constructive portion of his work is as fcdlowst *^llie 
general laws of the social world are in harmony with one another, and 
in every way tend to the perfection of humanity.” A priori, however, 
are we not confronted with rank disorder everywhere? To that he 
replies in his well-known apologue, “Things are not what they seem,” 
pointing out that we cannot always trust what we see, and that what 
is not seen is very often true. Apparent antagonisms on closer view 
often reveal harmonious elements. But man’s freedom sometimes 
breaks the harmony and destroys the liberty of others. Especially is 
this the case with spoliation, which Bastiat never attempts to justify, 
but denounces whenever he has the chance. But around man and 
within him are diverse forces which must lead him the way of the 
good, deviate he never so often, and which will finally and auto- 
matically re-establish the harmony. “My belief is that evil, far from 
being antagonistic to the good, in some mysterious way promote it, 
while the good can never end in evil. In the final reckoning the good 
must surely triumph.”^ 

It is qxiite evident that this doctrine goes far beyond the conception 
of * natural laws,’ and implies a belief in a Providential order. Bastiat 
never shrinks from this position. He never misses an opportunity of 
declaring his faith in language much clearer than that of the Physio- 
crats. “God,” he writes, “has placed within each individual an 
irresistible impulse towards the good, and a never-failing light which 
enables him to discern it.”® 

Auguste Comte has delivered an eloquent protest against the vain 
and irrational disposition to think that only the spontaneous can be 
regarded as conforming to the ‘order’ of nature. Were this the case 
any practical diflSculty “ that presented itself in the course of industrial 
development could only be met with a kind of solemn resignation und«r 
the express sanction of political economy.”* 

Even as an exposition of the Pro^dential order B^tiat’s faith is not 

^ On thk questiaa of who benefits by international trade see our dis(n2ssion of MilTs 
treatment of the problem (pp. 36^70). 

* Harmomes, p. si. Our quotations are taken from the tenth edition of die (Euvres 

aomplHes. , ; 

* ** Economic phencnnena are not widiout dieir efiBcient cause and thdbr Provi- 
dendd aim.” {Hamomes, last page.) 

” Looking at this harmony, the economist can join with the astronomer and the 
physk^dgx^ and say: DigUus Dei esi Aif.” {IM,, chapt^ x, p. 39.) 

”If every one wotdd ohly look after his own afiBurs, Ood would loc^ after evwyw 
body’s,” (Ibid., copter vifr, p. 290.) 

^ Auguste Comte, Cours de Philoso^ie positive, Vol, IV, p* 202. 
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<^su^ ta justify. It l^y no na^iam with the Christian leaching on 
the point For we cannot forget that although Scripture teaches us 
that both xnan and nature were declared good when first created by 
God^ it also teaches that bodi have been entirely perverted by man’s 
iniquity, and that never will they becoiM good of their own accend, 
snice there is no naturad means salvation.^ Christian people are 
edKHTted to kill the natural man within them and to foster the growth 
of the new man. Christianity promises a new heaven and a new earth 
— an inhnitely more revolutionary doctrine than that of the economic 
OptimistsL Bastiat’s Gkxi is, after all, just Dieu des bonnes gens^* 
\diosc praises are sung by Stranger. 

What are the facts of this pre-established harmony? What arc its 
laws, and where arc they operative? They arc in evidence everywhere, 
Bastiat thinks — ^in value and exchange, in the institution of private 
property, in competition, production and consumption, etc* We shall 
content ourselves with a consideration of the circumstances under 
which Bastiat thought it was most clearly seen. 


I: THE THEORY OF SERVICE-VALUE 

First of all we have the law of value, ‘‘which is to political economy 
what numbers are to suithmctic.’** 

Ricardo taught that value was determined by the quantity of labour 
necessary for production. This theory is entirely at one with Bastiat’s, 
and he would have felt no compunction about inserting it in the 
HamonieSy for a theory of value which showed that every form of 
property is really based upon labour seemed to accord with the require- 
ments of justice. But although Basdat’s method was afanost exclu- 
sively deductive, and as little realistic as possible, he could never 
content himself with an explanation which was all too clearly in con- 
fl&t with the facts. Such a theory could never explain why the value 
of a pearl accidentally discovered should equal the value of another 
laboriously brought from the dtpws of the sea. Accordingly he sought 
another explanation, juster, and more in accordance with facts, than 
Ricardo’s. 

Carey effected ju^ the needed correedem of the Ricardian theory, 
by propounding another ingenious explanadon, namely, diat value is 
determiz^, not by the quandty of labour actually employed in produc- 

Etmgy of the Refoni»4 CSiunh reads fbilows: *^We adoaowled^ and 
coafoi See oiurdiapser<m**Doolnnesthi^ owe their 

to Christiaiihy ** (pp. 5X4r-544}. 

^ Hamaeksy dmpter. v, p. X 40 . 
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^on, but by tite quantity of labour salved. Ti^ would accx:»ii^ fear 
those fects that refused to fit in with the Ricardian dieory, wd th^ 
chance pearl was no longer a stumbling-block. Bastiat was evidently 
attracted by this theory.^ But his sati^ction was by no means ccon- 
plete, fer it is not quite elcar how a value which is propcRtional to the 
amount of lavour sa^ed — that is, to labour wMeh never has been and 
never will be undertaken — can be considered as an economic har- 
mony. But a ray of light illumines the darkness. The labour saved is 
a kind of service rendered to the person who acquires the commodity. 
The Imig-sought explanation is found at last! “Value is the ratio 
between two exchanged services.”* And, seeing that individual 
property and private fentunes repre^nt sums of values, we might say 
that a person’s property is merely the sum of the services rendered by 
him. Herein lies the harmony. Nothing better couM be wished for, 
and Bastiat exults in his discovery. Everything becomes quite dear, 
every contradiction is removed, every diflSculty solved, if we take for 
our starting-point the crux of economic theory — ^namely, why diamonds 
are considered more valuable than water. The diamond is more 
valuable simply because the person who gives it to me is rendering 
me a greater service than he who merely gives me a glass of water. 
This was not the case on the Medusan raft, but even in that instance, 
seeing that the service rendered was incalculable, the value must have 
been immense. 

Every solution propounded by economists — utility, scarcity, diffi- 
culty of acquisition, cost of production, labour — ^is included within this 
conception of service, and “economists of all shades of opinion ought 
to feel satisfied.” “My decision is favourable to every one of them, 
for they have all seen some aspect of the truth; error being on the 
other side of the shidd.”* Moreover, the word ‘service’ has the 

^ have attempted to show that value is based not so much upon the anuamt of 
labour which a thing has cost the person who made it, as upon the amount of labom 
it saves the persons who obtahi it. [He ought to have admovHledged his indel^edness 
to Carey in this matter.] Hence I have adopted the term ^service,’ which hnpiies 
both idm.** (Harmamsy chapter ix, p. 341.) 

* /Wrf., duster v, p, 145. * iWrf., chapter v, p. 193. 

**Sochih^ and ecemmnists, cham{»ons of equality and fraternity, I dialleage you, 
however numerous you may be, to raise even a shadow of objeetkm to the l^^itiinacy 
of mutual service voluntarily rendered, and consequendy against the instiuition of 
private p roperty as I have defined it. With regard to both these considerations, men 
can only possess values, and values morely represent equal sorviem fi:eely jecured 
and freely given*^’ (IHd,y chapter viii, pp. 365, 368.) 

Had t^ limits of this work penmtted us to speak of the Italian econmmsts we 
should have had to refer to Ferrara, professor at Turkifrom 1849 to 1858, wlmse 
dieory of Value ami economic hanh^y ink Imn to hk oimmmporaries Catey isal 
Bastiat The whole economic edifice^ accordi^ to Fmara, was built upemreost of 
produedon. The value of a contosotfity is not measured by the amount ci laboito 
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adhranta^ of mdiidib®, bendei^ v^ue prQ$>erly so called (that is, the 
pdce of goods), die price of all productive services such as appear 
under the heads of loans, rent^^ discount, and interest^-4n short, 

everything that can be said to render a service.”^ 

One ciuhkH; hdp smiling at Bastiat’s nmve exultation) for he never 
realizes diat his is so comprehensive and includes everything 

within itself simply because it is an empty form — a mere pmse^arUiut. 
It really amounts to saying that value depends upon desirability, and 
we are not so much fartho: on after all«* On closer view, it even lacks 
that apologetic tone which evidently attracted Bastiat to it. It legiti- 
mizes neither value nor property, and even if it did it would simply be 
by the hdp of a hypocritical formula, for the word ‘service* gives rise 
to the belief that all value implies a benefit for those who receive it 
and a virtue in those who give it. But very firequcntly it is nothing 
the kind. The owner of a house or of a piece of land in the city of 
London which is let or sold at a fabulous price, the c^italist who 
Imds mcmcy to a needy bcnrower at a usurious rate, or the politician 
even who in return for an enormous bribe secures some financial con- 
cession, cannot be said to be rendering any real service, for all these 

which it TCaHy has cost to produce, but by the amount of labour that would be 
required to produce another similar commodity, or, if the commodity in question be 
ad»oluteiy limited in quantity, such as is the case with an old work of art, by the 
labour necessary to produce a new one that would satisfy the same need equally well 
— an application of ^e principle of substitution which had not been formulated when 
FeiTara wrote. The progress of industry gradually reduces the cost of labour and 
expenses wth human effort; hence harmony. 

Everything, including the earth and its products, even capital, are subject to this 
«im«> law, and a gradual diminution of rent and a lowering of the rate of interest are 
dius assured. 

Ferrara’s principsi writings consist of prefaces to Italian translations of the works 
pf the chief economists. They were published in a collection known as Biblioteca ddV 
Bconormsta (Turin, 1850-70, 26 vols.). 

^ Hamonies, chapter vii, p. 238. The controversy between Bastiat and Proudhon in 
1S49 ccmceming the l^dmacy of interest was published under the title 4^ GratuUd 
du CrddUj Ixit die argument is scarcely ymcih examining here. Bastiait’s argument is 
based upon the si^yporition that the person who knds money performs some service 
or other, and that the service, whenever given, should be paid for; in other words, he 
maintains that capital is productive. A plane means more planks produced, and it 
is only just that t^ ofwncr of the plane should get some oi them. Proudhon replies 
diat he does not deny the legitimacy of interest under present conditions, but that 
interest itsdf is just a historical categt^ — ^to use a phrase that only became current 
^er Proudhon’s tkne — and tbsut it be quite unnecessary under the new regime. 
Hie Exchange Bank was to be the parent of the new or<kr. The two cmnbatants 
never really come to blows. They keep on arguii^ about nodring. The result is that 
dtb dneusdon is v^ trying and brings litde honour to eithor. 

^ **Tbe fdadve imfxntance of any sendee must vary with the circumstances. This 
wdi depend upon its utility, and the ntnnber of pe<^le who are wdUng to give die 
amoimt of of ability or tramiag necessary to produce it, as well as the assount 

df labour vdiich it save us.*’ {Hammiss, ehiqiter v, p. 146.) 
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have either been solicited or demanded, or perhaps even 
under pressure. Such abnormal rates of discoxmt, intae^, or iwt eaii 
find no place in Bastiat’s formula. From a moral and ethical point eif 
view it is equally futile. It is a mere mask which affords protectiosi 
as well to the worst exploiter as to the honest tradesman: all are 
thrown promiscuously into the ‘univeneJ harmony.*^ 

Despite the justness of these criticisms, and although Bastiat’s 
attempt to explain value by employing the term ‘service’ must be 
regarded as futile, the word has not remained a mere ingenious epithet. 
On the contrary, it has won for itself a permanent place in economic 
terminology. We shall again meet with it in the vocabulary of that 
school which prides itself upon the exactness of its method, namely, 
the Hedonistic and Mathematical school. These lator writers con- 
stantly make use of the term ‘productive services,’ and would find it 
hard to discover another word having a sufficiently wide connotation.^ 
It is true that the word ‘service,’ with all the noble associations of un- 
selfish interest and professional honour which cling to it (compare the 
phrase ‘his Majesty’s service’), may lead us astray as to the economic 
arrangements of society^ and that a recollection of the less distinguished 
uses of the term may cause us to doubt the wisdom of Bastiat’s choice. 
Still, it is the best that we can imagine when speaking of the society 
of the future. It is employed in the same sense as Auguste Comte used 
the term ‘social function,’ or as the equivalent of Marshall’s ‘economic 
chivalry.’* In attempting to present to ourselves the society of the 
future, or at least the society of our dreams, we must hope that the 
present incentive to economic activity, which is merely the desire for 
profit, will gradually give place to the idea of social service. Wh«i 
that day dawns a statue ought to be erected to the memory of Bastiat. 

II: THE LAW OF FREE UTILITY AND RENT 

Ricardo’s law of rent was the optimist’s nightmare. Should it by 

^ Bastiat himself was obliged to recognize this. ** I have not taken the trouble to 
ask whether all these services are real and proper or whether men are not sometimes 
paid Snr services which they nev^ give. I^e world is hill of such ifuusdees.’* 
{Harmemes^ chapter v, p. 157.) 

But if the world is full of people who are paid for services which they have never 
given or for merely imaginary and improper work, what is the use of speakmg of vidue 
and pnq>erty as if they were founded upon service rendered? 

See Gide*s article on La Netum de la mkwr dans BasHtUf in iht Revus ^£cotmm poliHqm, 
1S87. 

• J. B. Say had already em|doycd die term *servk«* without giving it any normaw 
tive significance, simply using it to dktinguish between wealth which consists of aenr 
and wadth whi^ cemsists of material products. 

* Social PossibHiiies (tf Ecomnme in Ecornmne Jotaml, March 1907. 
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imy chastce prove, true, thm tbe smdtuticHi of property must he 
abmdcmed altogetiber^ and victory must lie with tJte socialists, whom 
the econmnists regarded as soni^ewhat of a social nuisance. It was 
necessary, then, at all costs, to show that this law had in reality no 
foundation, and with this oid in view Basdat attempts to ckfend the 
paradox that nature or Ismd gratuitously gives its products to all mm. 
But must we really say that com and coal, the products of soil and 
mine, literally do not pay for the trouble of getting them? In other 
words, have they no ^ue? Bastiat replies that they doubtless possess 
some value, but that the price paid for them does not cover the natural 
utility of those products. It merely covers cost of production, and is 
cmly just sufficient to reimburse the proprietor for the expense incurred. 

Every product contains two layers of superimposed utilities. The 
one is hegqt of onerous toil and must be paid fcH*. It constitutes what 
we call value. The other, which is thrown into the bargain, is a gift 
of nature, and as such is never paid for. This lower stratum, though it 
is of contiderable importance, is ignored simply becairo it is not 
revealed in price. It is invisible because it is free. 

But when a commodity is free, like air, light, or running water, it is 
themmmcm possession of everybody. The same idea may be expressed 
by saying that below the apparent layer of value which constitutes in- 
dividual pre^rty there lies an invisible layer of common property which 
bmefits everybody alike. What Providence decreed should be common 
has remained so throughout the whole history of human transactions.” 

^‘This,” says Bastiat, “is the essential law of social harmony.” The 
proprietor, who in the Ricardian theory %ures as a kind of dragon, 
jealously guarding the treasures of national wealth, which can only be 
enjoyed on payment of a fine, or who in Proudhon’s passionate invectives 
is denoimced as an interceptor of the gifts of God, appears to Bastiat as 
a mere intermediary between nature and consumer. He is like a good 
servant who draws water from a common fount, and receives payment, 
not for tte water drawn, but solely for the trouble of drawing it.^ 

^ ** And 1 abo declare that you have not intercepted any of the gifts tji God. It is 
true diat you received, them fret out nature*! hand. But it is equally true thiu you 
have handed them on freely, reserving nothing for yourself. Fear not, but live in 
peace and fteedmn from every quahn.** {Hamwmes, chapter viii, p. 257.) 

^Coal is free for evoy one. There is neither parsulox nor exas^^tion in that* It 
is as free as the water of the brooJi;, if we only take trotdde to get it, mr pay othm 
frrgettmgfr for us.^* (Ibid.^ chxj^ x.) BiuitisU windd not regard the sharehoidors* 
dividends as payments for the trouble which the shareholders have taken in getting 
the coal. dxvkknds simply pay fix' die trouble taken to save the money which 
rmde die m^doitadon possibte. 

Say sp(^ of free natural agents. What he meant to refer to was such natural com- 
modities as air and water, which, are at die disposal of every one. 
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But tbm.is a still greater degree c£ harmou^^ Of die two elmtetds 
— ^the ojoerous and the gratuitous — ^which entar into the ccHS^OfiEtioii 
of all forms of wealth, the forma: gradually tends to los^its importance 
relatively to the latter* It is a general law of industry that as invditicm 
progresses the human effort necessary to obtain the same sati^ction 
diminishes. New labour is almost always more prodm:tive than old, 
and this is true with regard to all products, whether a>m or coal, sted 
or cotton. It is true not only of the products of the land, but also of 
the land itsdf. The cost of clearing new land is diminishing, just as 
the expense d* making new machinery is decreasing. The natural 
utility, on the contrary, is never diminished. Com has to-day exacdy 
the same utility as it had on the morrow of the Deluge. 

Property being nothing more than a sum of values, every diminu- 
tion of value must be interpreted as a constant restrictiem of the rights 
of proparty. 

Hence this result, which reveals a most important fact for the 
science, a fact, if I mistake not, as yet imperceived,”^ namely, that in 
every progressive society common or gratuitous utility never stops 
^owii^, while the more arduous portion, which is usually appropriated, 
gradually contracts. Present society is already communistic, and is 
becoming more so every day. 

The idea is indeed an attractive one. Individual property b like a 
number of islands surrounded by a vast communal sea which is con- 
tinually risii]^, fretting their coasts and reducing their areas. When 
labour has become all-powerful and when science had dispensed with 
effort the last Met o£ property will sink beneath the wave of free utility. 
And so Bastiat triumphantly exclaims: **You communists dream of a 
future communism. Here you have the actual thing. All utilities are 
freely given by the present social order provided we facilitate ex- 
change.”* 

Bastiat, usually so logical, seems inclined to be sophistical here. .If 
we sedi beneath this brilliant demonstiation we shall merely find die 
statement that rent is non-existent because tiie value of commodities 
— ^including all natural products — can never exceed cost of production. 
This cost of production is being continually lowered, and so tiie value 
of goods must be falling. 

But the statement requires proof. There is nothing to show how the 
price of natural goods under the influence of competition would tend 
to fall to the level of cost of. production — still less to the minimum 
ievd. Thao b no refutation either of tiie differential or monc^listie 
theory of rent. There b doubtless thb inuch truth in it: natum d<m 

* ^ Harmonies, chapter viii, p. 256. * chapter v, p, 14^.^ - 
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not create value, nor does it demand payment for it. No one would 
to-day say diat a single cent of the price of com (xr coal was meant as 
payment for the alimentary properties of the one or the calorifk 
capacity of the other. But although it is true that nature asks nothing 
in retim^ it is iK>t correct to say d^t the landowner demands nothing 
encept payment for trouble and expenditme incurred. And this extra 
^in he never relinquishes unless imder pressure competition. But 
tibis very seldom happens, and ecmiomic theorists have to be content 
merely with showing how the sale price usually exceeds the cost of 
production, and how this excess is variously known as rent, profits, or 
surj^us value. 

Bastiat was fully conscious of the weakness of his argument. He 
saw quite clearly that possession of a suitable piece of land in the 
Ghamps-£lys6es would earn something more than mere payment for 
labour and outgoings. It is then that he takes refuge in his theory of 
value, and attempts to show that the proprietor will never draw more 
than the jaice <rf the service rendered. This may be tme. But the 
mere fact of possessing a natural source of wealth permits of the raising 
oi the price of these goods a great deal, and then what becomes of 
communky of interests, and of the theory that the goods are handed 
on by the proprietor free of any charge? 

How superior is Carey’s theory, both in its scientific value and in its 
social import! Carey follows Ricardo step by step, whereas it seems 
that Bastiat had only a very imperfect acquaintance with the Ricardian 
the<My.^ In reply to the statement that the value of com rises pro- 
gressively because the more fertile lands are occupied first, and the 
less fertile have to be utilized afterwards, Carey points out that, on 
tte amtrary, cultivation begins with the poorer land first, and that 
the richest is the last to be cultivated. The consequence is just the 
reverse of what Ricardo predicted. As production increases, the price 
irf com will be lowered. The process of reasoning by which this 
revei^ of tiie order of cultivation is demonstrated is very interesting. 
The domesticatiem of land, if the phrase be permissible, like the 

^ Bastiat docs not seem to have studied rent. The chapter of the Harmonies on this 
suftyect was never completed. Fontenay, one of his dbciples, wrote a brilliant book 
called Du Reverm fonder (1854), which is almost forgottoi to^y. He attempted to 
ahpwr: 

{1} That Ricardian or differential rent would not exist were all the land equally 
feiw and suitably cultivated. 

{2) Ihat it is incorrect to speak of the rent of natural fertility, as Adam Smith 
and the Fhynperats did, if all utility (ami not merely value) is the product of hiunan 
lahmir. A a grape, a grrin of wheat, a fat ox, all of them have been created by 
human industry. Nature b for ever incapable of doing thb. Thb b quite true if we 
.Jay nature dbne, but it b equidly true of labour taken by itsetf. * 
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utilkation of all natural forces, takes place according lo the 
order of their strength. Animak are domesticated befoi^ .man 
harnesses wind or wa^r, and water and wind are employed heftae 
there is any thought of vapour or electricity. The same is true of land^ 
Fertile land in its natural state is either overrun with vegetation, 'Vvhidh 
nuist be grubbed up, or is covered with water, which miBt be drained 
off. “ Rich land is the terror of the emigrant.”^ Its virgin forests must 
be felled, its wild animak destroyed, its marshes drained, and its 
pestilential miasmas rendered innocuous if it k not to become a mere 
graveyard. And not until several generations have given of their toil 
will it be of much use. Rather than undertake the task the earliest 
emigrant seeks the lighter soils of the hill-side, which are better 
adapted to his feeble means, as well as safer and more easily de- 
fended. 

That thk theory k well fotmded may be very clearly seen if we 
watch the progress of cultivation or the colonization of new lands, or 
glance at the general hktory of civilization. Men group themselves 
in villages on the higher levek or build their castles on the slopes of 
the hilk, and only descend slowly and carefully into the lower plains. 
How many are the localities in France where the new town may be 
seen overspreading the plain close to the old oity which still crests the 
hill! The various national gods — Hercules, for example, who stifled 
the hydra of Lema in hk arms and shot the birds of Stymphalus’s 
pool with hk arrows — ^are in all probability just the men who first 
dared to break up the alluvial soik. 

Thk theory, again, k open to the same objection as Ricardo’s. It 
applies to some cases only, and under certain conditions. Ricardo’s 
theory explained the facts relative to England, where population presses 
heavily upon the limited area of a small kland already well occupied. 
Carey’s theory k equally well adapted to an immense continent, with 
a thinly scattered population, occupying only a few cultivated islets 
amid the vast ocean of virgin forest and prairie. The two theories are 
not contradictory. They apply to two different sets of conditions, or 
to successive phases of economic evolution. And seeing that Ricardo’s 
applies to the more advanced stage of civilization, it certainly ought 
to have the last word. If Carey were writing now he would probably 
express himself somewhat differently, for it k no longer true even of 
the United States that the more fertile lands are ^till awaiting cultiva- 
tion. Only the poorer and the more arid plains remain imcultivated, 
and hCTc dry forming has to be ra»rted to* So that ev^ in the ‘Fnuf 
West’ Ricaxdo’s theory k dosd: to tile fects than Carey’s. Rchk 
^ Ciarey, PruicipUs qf Social Seimtee* ^ . . 
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ri^ng MBvexywfa^^ and not a few American miiiionaires owe ^dieir 
ft»tunes to this fact.^ 

It is jnst possible that Basdat had some knowledge of Carey’s theory^, 
fer the theory is outlined in Ths Past^ thi Present^ and the FtOure^ pub- 
&hed by Carey a little before Bastiat’s death, as wdil as in his Uncial 
lienee; Whith appeared ten years later. At any rate, let us render 
thanks to both of them for the suggestive thought that as human power 
over nabire mcreases, ^brt, difficulty, and valiie, whidi is the out- 
ctHne of difficulty, will distippear, and that, consequmtly, the sum 
of real w<^th at the disposal of every one will increase, but that 
the poor will be those who will benefit most* 

III: TOE RELATION OF PROFITS TO WAGES 

The law of rent was not the only discordant note. That other law 
^^ch stated that profits vary inversely with wages was also dissonant 
and needed refuting. Bastiat emphasizes the contrast between it and 
his new law of harmony, according to which the interests of capital 
and labour are one, their respective shares increase together, and the 
ptapordon given to labour grows more rapidly even than capital’s.® 
That is the conclusion which Bastiat wishes to illustrate by means 
the following table: 

Total Product Capital’s Share Labour’s Share 
First period looo 500 (50 per cent.) 500 *(50 per cent.) 

Second period . sooo 800 (40 „ ) 1200 (60 >, ) 

.Hiird period . . 3000 1050 (35 „ ) 1950 (65 „ ) 

Fourth period . 4000 1200 (30 „ ) 2800 (70 „ ) 

« 

This law he speaks of as ’*the great, admirable, comferting, neces- 
sary, and inflexible law of capital.” 

The proof is very simple — ^too simple, perhaps. It rests endrely upon 
lli^ law concerning the lowaing of the rate of interest^ noted by 
Turgot and othor economists brfore Bastiat’s time. If capital, 
instead of asking 5 per cent., only demands 5 per cent, then its share 

^ Even &i Algeria^ Ibr exan^ale, wheee Carey’s theory was at first true, now feat fee 
fertile plain of fee Xfilidja has bm cultivated by two generafenis of colonists it is cer- 
feat tbm is only jeoond-dass land available. 

® ^Wealth consists bf the tight to command the services of nature, which are always 
(Carey, Pm^ies Sodtd Scime, VoL I, chsqptcr xiii} 

, ^ As aaaa’^ power over nature grows, power oyer pk feUow*men seems to dwindle 

a^ eqna^ becomes possible.” {Ibid,, VoL lit, p. 122.) 

fer eatample, the relative equality of crenfort et^oyed by feoie vfeo tfevel 
by refi kibiperebrerorciire dlninctioitt (which are only to be finind In some couhidcs) 
t^fee j^rermet^dTtravellh^byjxi^^ , ^ 

® mid workers, don’t kxfe at one smother with an air W defiance aiod 

vengeance!” {Hamimiet,p^'rt^,) 
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is dmSnished, aiid any further diminution of its diare must meim an 
mcresoe of the proportion available for labour. " : J , . ..i 

But a fdatk^ diminution of this kind will not prevent capital ilraw^ 
ing an absduUly greater share, provided the total produce goes on 
increasing, as is the case in every progressive community. Its total 
share^ though on the increase, may be decreasing rdativdy to the 
share which goes to labour. For example, the total product may be 
tripled, capital’s share having doubled in the meantime, while labour’s 
portion is quadrupled. Unfortunately this is a purely sophistical argu- 
ment, The figures given in the table are simply invented to meet the 
needs of the case. Even the universality of the law concerning the 
lowering of the rate of interest is open to dispute. Economic history 
seems to point to a series of periodic oscillations of the rate, and quite 
recently it has risen very considerably. 

The so-called ‘ law’ becomes more than doubtful if, following Bastiat, 
we include under the term interest, not merely net interest, but also 
profits and dividends and all kinds of returns from capitsd. 

But, even admitting that such a law is thoroughly established, does 
that prove that capital’s share is decreasing? A lowering the rate 
of int^est cannot affect the capital already invested in &ctories, mines, 
railways. State funds, etc. The latter will not draw a penny less, and a 
£adl in the rate ofinterest will increase the value of all old capital. Every 
capitalist knows this and speculates on the chance of its happening.^ 
Only in the case of new capita, then, will a lower rate of interest 
reduce the caqntaUst’s share. If by any chance this new capital should 
prove 1^ productive than the old it may then happen that the reduced 
rate <£ intoost will mean an equal or even a greater rise in the re- 
muneration <£ labour. This is quite a probable contingency, and the 
proof advanced by economists who believe in a giadual lowerii^ <£ 
the rate of interest is just this very fact that new capital is generally 
less productive than old. 

In short, the problem presented by the rate of interest, implying as 
it does a certain connexion between the value of the capital and the 
value c£ the revenue, is entirely different from the question as to \diat 
share of the produce will eventually fall to the lot of the capitalist and 
what to the workers.* 

^ A kiwering of tiie of interest friHU 5 to 3 per cent. mcMm that what formerly 

cost £Bo and yi^led 3 per cent. wiM now co^ £100. There is no decrease of the 
revenue tiiere Is an increase in the capitaL It is quite a good bargain. A lower- 
ing dT die rate of intmest wifi stmidjr reduce die amoimt of caintal in those inst a n ce s 
wfaerethehorrtnstr canefi^acoBveitiontohisownadvmitas^. a 

* "IRiktruds k » obviom dmt Ro<&ertus, as we shafiice by and by, todi die 
«te point of view and at^mpted to argue oh die strmigth of ib^ *‘hron law** that 
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. Not only is the demonstration %diich Eastmt thinight he had givw 
febc, but die thms itself is very doubtful when tested by the facts. 
Statistics seem to show quite clearly — ^Bastiat’s law notwithstanding, 
and not depredating the influence of other poweiflil factors, such as 
trade imiom, strikes, and State int^:vention — that during , the course 
of the nin^eenth century the share of the social revenue which falls to 
the lot of capital has increased more rapidly than labour’s.^ 

IV: THE SUBORDINATION OF PRODUCER TO CONSUMER 

Bastiat laid considerable stress upon this principle, but it is not easy 
to realize its harmonic significance. 

The subordinatiem of producer to consumer is nothing less than the 
subordination of private to general interest. Producers always consult 
their own interests, and are continually in search of profits. Still, 
everything invented with a view to increasing profits results in lower- 
ing prices, so that the consumer is the person who finally benefits by 
it.^ And so economic laws, the law of competition and of value, con- 
strain the producer who really wishes to be selfish to be altruistic, 
even despite himself. The laws outwit him, but his undoing benefits 
every one else. While working for a maidmum profit he is really 
toilii^ to satisfy the needs of others in the most economical fashion, 
and therein lies the harmony. 

In all difficult economic problems the criterion should be this: 
What solution will prove most advantageous to consumers? Never 
oog^t we ask what will be most profitable for producers, although, 
unfortunately, this is the more usual question. In matters of inter- 
national trade, when the interest of the producer is uppermost, Protec- 
tion is established. If we only consulted the interest of consumers. 
Free Trade would become an immediate necessity. Or take the case 
of public or private expenditure. The producer can bring himself to 


tapitai^s share is always increasing, while ktbour’s is decreasing. This thesis seems to 
have no better fofundation than the other. See an article by Rist oititled Dmc 
Se^fkism^ i^mtomigues, in the Retme d'&ommw poltHgue ibr March 1905. 

Biutiat’s thesis may also be seen in Carey. The Liberal school has clearly adopted 
it. See Paul Leroy-Beaulieu*s JUparHHon des Richesses. 

^ See Gide’s PiditUal Economj^, p. 599 (English translation), and Colson’s Political 
Be o mm p f Vcd. Ill, p. 36S. Accemling to O^son, capital’s share has quadrupled since 
1620, vdiBe labour’s has only hureased in the proportion of i : 3^. 

* as the earth is die great reservoir cf electricity, so the puyic or the conp 
itmmr k dbe one source of ^y gain ^ loss wh^ the producer madses or sufiTers. 
Everything comes hack to the consumer. Consequently every important question 
must beiHaidied ieom the consusner’s posiM: of view ifwe want to get hold of its general 
aadperntasientreiidts.’’ (ikroMfikr, chapter xi, p^ 414.) 




BASTIAT AKB TH.E LAW OF SOLIDARITY 

excuse imt even to ajqmive of br^iking, w or Fi9$li4cr>^ 

but the consumer unceremoniously condemns all such des^^uct^ ef 
wealth as itsdess consumption^ u i 

But Bastiat is .not content with giving the consumer mere Coemor 
mic pre-eminence. He is equally amdohs to demonstrate his moi:^ 
superiority, f^lf hmnanky is to be perfiseted, it must be by the c<m- 
yersi<m of consmners, and not by the mordizi^ of producars/!^ and 
SO9 he holds: consumers respomible for the production of unnecessary 
or worthless commodities, such as alcdboL^ Bastiat’s oontributmn to 
this subject is quite first-dass, and may possibly be his best claim: tO;a 
place among the greaLoebnomists. He was not Sax wrong when on hb 
deathbed he ddiivered to his disciples as his last . insti^^^donsr^hll 
mwissiim verba^ ^‘Political economy should be studied fiH>m the con- 
sumer’s standpoint.” Hus distinguishes him from hk famom antar 
gonist, Proudhon, who always had the producer’s interest pX heart. 

The only things with which We can reproach Bastiat ar^ a tx>o per- 
sistent Mthih natural harmonies! mid a bdief in the efflt^acy ofordmary 
economic laws to bring about the supremacy of the: consumer. : In 
fact, the consumer’s reign has not yet come, and the economic mechaur 
ism is becoming mme and mme the tool of the profrt-maker# The 
consumer has had to seek in organization a method of defending his 
own interests and those of the public, with whose interests his own are 
often cx>nftised. This is why we have institution like the a>opcrativc 
society and the consumers’ league. His moralization, moreover, is 
uot entirely his OMm afiair. Before die consumer realizes the ftdl 
measure of his responsibility and the extent of his duties a great deal 
of work will be necessary on the part of buyers’ social leagues, tem- 
perance leagues, etc. 

Strangely enough, eomomtsts of the liberal Individualist school 
view such instftutions with a somewhat critical eye.* 


V; THE LAW OF SOLIDARITY 

We mmt not fiirget, as most writers on the object squoi to have 
doi%, t h at Bastktt was the first to give the law di soUdarity-rsu popular 
in the economics of to-day — a position of honour within the science of 
political econmny.^ One of the unfinished diaptors of the 

^ See one of Basdat*s best-known pazniiiets;^ VUn egask* 

^ MmmifSf chapter vi, p. 419. . . 

* Qpoted by his hri^d Paiilottet in his prcfa<» to the (Buorgs 
^£41*^ Y^es Qixyot in die ymtmtd gbs &onotmsUs for See - 

^ The word is iiot hh kwention. That honour bda hiSM s d by LenQ 9 ^l%, See . 
p.a4S.v . 

M 
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we^ meaiH^ to eaqpotiiad tte that ^*80c^y 
k a soMdmties >(v^€n t^ 

The name is deceptive, however, and hk conception solidarity 
it qmte different from the one emtent today, while theioonblutidns 
<ira^ ate by means ^ 

' The fimdameiHal doctrine npon which the Solidarists of today 
wcAild base a new mora&y is bri^y this: Every inctividual owes all 
the good with whith he is endowed, and all the evil with which he is 
encumbered, to otiim. So whether he is wealthy or poor, virtuous 
dn^vicknis, it is h& duty to share with those who are worse off^ md 
bd has a right to demand a share hrom ^those who are better off. 
Chily m titk way can we justify legal assistance, insurance, Factory 
Acts, educatiion, smd taxati^^ Tl^ doctrine is a negation, or at the 
vi^ least a modification, of the i strict principle of indivichial re- 
q>ontit^ty« it < . 

But Basthtt vkiws it differently* He has no derire to weaken indi- 
vhkial respontib^ty, for reiqKmsibility must be the indispensable 
corrective Kberty^ And m>&fbrity, because of the feeling of inter- 
dq^endenoe to winch it gives rise, is so bewildmi^ that fiastiat 
anxiously asks whether solidarity is actually luxcssaxy ^in order to 
hasten m to secure the just retribution of deeds done.” A closer 
survey reconciles him to praq>ect, for he sees in it a means of extend-* 

ii^ and deepening individual responsibility. Seeing that the results of 
good and bad deeds react upon every one, everybody must be in- 
terested in furthering every good deed aaul in represtdi^ die bad, 
ei^>ecially rince every deed reacts upon its author with its miginal 
multiplied a thousand, and. perhaps a million times.* The 
harmony just consists in that. Bastiat’s solidarity aims, not at the 
development crf' ibitemity, but at the strengthening of justice. It does 
not urge up<m society the duty of permitting no differoaces amot^ its 
members, but it does emphasize the importance of handling the 
scomge or bestow^ th^ palm \yith ^ter, impartiality. And Bastiat, 
deqiite his law of solidarity — nay, possibly because of that very law — 
defimtely rejects ah legal asristanc^ even m the case of deserted chil- 
dren! Naticmal insurhnoe, old age pensions, profilHdiarin^, /free 

chs|^ i ^ 

^‘lliere is not a man living wh^ character hat not been determined by a dioutand' 
Ihetari beyoiri hk cotmoL’* 

^'AH pn^t by the progress cd the (me, and om by die progeesi of thenuidy.*’ 
(/Sftd., chapter xi, p; 411.) ^ 

* ^Sdlkhlftty a kind of cofiective respunifeiifty. And so solidarity ai well 

as foorce mi^cet lor paogceis. It is a aystem dud ie adoidraldy 

calculated to <^cck evil and to advance the good.*^ (/Std., du^pter xxi, pp 62ii-4ki6.) 
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eckiGatiaii) everylii^dmg tfa^ 

darity’'it~<^t aaidie.^.' ■■■■ •<> v'i 

It is A terribly iadivid^ialistie i^oncq^tkm of soiicUuity. OotnpaeUcm 
with Carey’s ideas is again^ mterestmg. : Carey seem to ignore it 
altbgethrir, inassm^di as he sieves inenrioiB the name. Bnt if the name 
was unknown to him he gave a good description of die principle it^jf 
when he referred to it as ''the power of associarion.” And he was also 
probably^ die first to put the double character of solichuity, ^ we 
kliow h todayy in a dear light: ■ 

(1) As the differences among mankind increase in numbef and 
intensity the more perfect will solidarity become. 

(2) Individudity, instead of being weakoM^ by it, is strengduniied 
and intensified.* 

Some one may perhaps pmht out that in our treatment uof the 
Optimists’ attack upon the great Classical laws no mention hiys been 
made of that terribly tfiscordaht theme^ Maltht^’s law of papulatkHi,. 
which ascribes aU vice and misdy to the operation of a natural instinct/ 
On tins particular point Bastiat’s treatment is lacking in both vigour 
and originality. His reply merely amounts to showing that the preven*^ 
tive obstades, such as shame and contii^ce, religious feeling and tiie 
desire for equality, all which limit the number of children, are equaEy 
natural j so that nature has placed a remedy alongside of the evil. 

A more soM argument, boirrowed from Carey, attempts to show 
how a growing density of population allows of a growth of production, 
so that the production of commodities may develop pari passu with the 
growth of population, or may even exceed it. Carey rdied upon his 
own observations. All over the vast American continent, especially on 
the immense plains of the Miiassippi, he noticed that the few encamp- 
ments of the poor tribes that dwdt there were bdi^ rrqxkily reffiaced^ 

Weaken must undeistaiid that these collecttve funds [pennon funch} inust *h 4 
yohliltanly oonitibutfid.bF those wbo are to luwe a share m theo^ It woujd he quite 
uqjust, as well as anti-sodal, to raise them by means of taxatmn-7*tluU is, by force-~v 
from he classes who have ho share in the benefits.^ (ffamwmes, chapt^ xhr, p. 4^1.) 

peasant marries late in the hope d having a s m dl and we Ibra hkh to 

rear other peo{de*s childroQ. He has to contribute towards he reanngof bastards.*? 
chaf^ xx, pp. 61:7, 618.} - ^ 

Speaking of shai^ in he benefits, he reouurks: *‘That is rtaEy pot worth taHdag 
about*’ chapter riv, p. 457.) 

^ in ai^me^have th^ rank and degmh d perieetion detesmiiied by 

he mimber diorgans wlich they possess and he amount d lii^mke^whitii exists 
between eadhd them.” i&tdal Setmu^ Vd. Ill, p. 461%) ^ > 

has beendefraed m an exxha^ dmotual obl^atioss, but if here were no 
difihtenoe betwem the wuidis eblectt huw exmld he eahange talte fdaee?” (i&tilv 
V^l,pp.S4^) -■>>.! 

sanrepeifotiy .co-ordttiated he whole it, he better devtdoped wfii beeadidf 
iUp«rtfc’MJW<;V0LHI,p. 46 »*) . t. H v 
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bf large ^^iistnal ^centze^ Svtch 0n mates^ of pofmlatioii in immun e 
diate coadguity naturally resulted in a great amassing of wefdth^ 

We have already noted the feet that the growth of wealth in the 
Umted States has outstripped the inezease in its p<^ulation« The 
simidtaMoiis devekqunent dT Germany, both in numbers and wealdi, 
B mote striking. : 

SiB Caiey’s population theory is open to the same critieifim as was 
urged agaiiBt his theory of rent. Up to a certain degree of density it 
is undoubtedly true, but there is no ground for believing that it holds 
good beyond thus. 

fiasdads name is frequwidy linked with Dunoyeris, to whom we 
have already had occasion to refer.^ Dunoycr was one of the most 
militant of the polidco-oconomic liberab, and fiilly shared dieir 
belief that free compedtkm was a sufficient soludon for every social 
proldrati.^ The obvious drawbacks of free compeddon, he thought, 
wm duetto its imperfect character. No one was more opposed to 
State Socialism and to intervention of every kind. He was opposed 
to hdxmr li^islathm, to Protecdon, to the regulation of the rights of 
jBoperty, and even to the State management of forests. As we have 
already remarked, he was against every kind of combinadon, because 
it stood as an obstacle in the path of free compedtfen. 

LogicaUy enough he was in favour of the free disposal of land, and 
would not even make any reservadons in favour of heirs. He refeses 
to recognh^ the right of entail because the exercise of the testator’s 
Mberty necessarily involves the curtailment of the liberty <£ his 
successors.* 

Smne of die arguments which he employs in support of free ex- 
change are quite novel. The following is one of the most interesdr^. 
Admitting that it is not to the advants^ of a poor couiitry to trade 
wMi another wfaidi is weakhier or indintrially superior, tibesame thing 
must apply to the poorer districts of a cotmtry in their dealings with 

^ eSharies Dunoyer was Batiiat’s senior. Ibe first editkm ciDe la^ Libtrti du trkfoil, 
tb.wfiich weiiave unready referred, dates firom 1825, edifion from 1845. 

He took an active part in opposing the Restoration Government, but he became 
prefect and subsequentb GonseiQer d*£tat under Louis Philippe. 

* MoHnari, a modem French economist, holds dnniar views. 

Um person died huestafee Baadat was m firvour of equal ^fivision of weaidi. The 
aqyimenii . which he employed m very intereniaf , tqfedaUy tbaoe (firected agatnst 
ihe npbMen of inimogeniture. They thongiit that by (kpriving the younger io» of 
thrir inherilttiice dicy became move mcfenrioiu ahd ffious^tfid. Dimoyer xeidles by 
addsg uhefeerit Would not be an advanl^ to the rigfe of mcoesaiontn the 
ddest son as wdl, **fbr it is obviously unfair that l^ ^ould be deprivwi, of that'kaad 
of tmhungWiuife hsoprofitahfeto hh yoimgerht^^ Buimyer Ibegot jtibht it 
would have gone ill with lus argisnents sodalto had tfdECtt aebis worth . 
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€Kdier provinces that have suddenly become rich, or witfenrich 
pr ovi p c eft xecriidy acquired by conquest. But soon as Ih^ 
are annexed then: superiority presumably i&appearsL^^ Hie 
ment is amusing; but not very sc^d. It is not impossible that fiee 
exchangci, even within &e bounds df the i»me country,, may have the 
efifect of drawing capital and labour from the poorer districts towanb 
the richer, from Greuse or Corsica to Paris. This is just what does 
happen. It is not^ perhaps, a very serious evil, because what France 
loses on the one hand she gains on the other; but if Creme or Corsica 
were independent states, anxic^ to preserve their individuality, we 
coidd understand their taking nrcasures to prevent this drainage^ It is 
true that it is not easy to see how protective rights could accon^hrii 
thw — 2L point which Dunoycr might well have emphasized. 

We cannot speak of Dunoyer without saying a word about his 
theory of prcxiuction. Labour with him is everything. Nature and 
raw material are nothing. He stands at the opposite pole to the 
Physiocrats,^ and supplied a handle to those socialists who before 
Marx’s day had thought that labour was the only source of wealth, 
and that consequently all wealth should belong to the worker. Biit hb 
pays no very great attention to this idea. His chief concern is with 
production, and not with distribution. 

From this view o£ productiem he draws several interesting con^ 
elusions. 

In the first place, it matters little to him whether labour is applied 
to material objects or not. That makes no difiEerence^ so &r as its 
character or productivity is concerned, for in both ca^ what is pro- 
duced is an immaterial thing called utility. What the baker produces 
is not bicad, but the wherewithal to satisfy a certain desire. Tliis is 
exactly what the /mjfm donm produces^ The so-called Ifr^eral profes** 
siom are {daoed in the same categc»ry as manual work, and in tibis 
respei^ again Dunoyer takes up a porition opposed to that of the 
Physiocrats.* ^ 

^ ** Labour k only aouroe of productive power. Capital is a human ereaitioii, 
and lairi is simply a form of capital” {De la LiUrid ift TmvaU^ Buok VI.) ? ^ 

* Say had already recognized the claims of immaterial wealth alongside ^ matierial, 
and he had employed the term 'services* in describing dirin. In diis way he con- 
sidered that the pioliissc^, the doctor and the actor hhd daims ^ be regatded as 
producers. Duxmyer, while accepting his condusion, criticizes his way of putting it. 
He recc^^nizes no. disdnedon between material and innsiaSesial wedth. There is 
nothing hut utUlty. 'Tt 4s true that taste, educ&tbn^ etc., are isamateiid, but ao ia 
everydui^ that man produces.** But he is enthely wrong when he says tW a good 
teacto is a cf ^ii^^tened men smd a"^>etor<a^prcKliider of fa^diy persona. 

We are at a loss to ea^dain why at one lUomeat he rriaaeato tnoogntze the mateshd 
tkemmi luprodilction, wi^ jit aaod^ he g r o i dy ek ag ger a tesdie matcrudeerndtsof 
purdyintdtehtuallab^. ^ 
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i Cbntrary to \diat might liave i^ C3q)ected, this large csAttmka 
qf tile ^xmceipt pioduc^n to^ixKdudc common* IXumyer ap^diet 
tide pirodiictm to die singer^ iait rdmes it to die merdiant^ and 
fay this strange reversal he arrives once again at the Physiocradc posi^ 
tkHL fikdiange k not producd^He^ because buying and sdling does 
involve any work, and where there k no vmk there k no produce 
thm. Exchai^ creates utilities, aiui it k not easy to understand what 
more Dunoyer expecits from it, sedng he admits diat labcmr can do 
nothing more. Eadiange, he thot^ht, was a purdy lq;al transaction, 
and he was loath to admit that any act of a ‘corporate will’ without 
bbour or ^ysical effort could create wealdi, just as the Fhysiocrets 
fomd it impossible to think of w^th other than as a product of the 
soil. , 


qHAPTER II: THE APOGEE AND DECLINE OF 
THE CLASSICAL SCHOOL. JOHN STUART MILL 

While the French economkts, alarmed at the consequences involved 
in die theories <£ Malthus ami Ricardo, strove to transmute the Brazen 
laws into Golden ones, the English economkts pursued their wonted 
tado, nwcr once troubled by the thought that diey wore possibly 
finging a weapon £pr their own destruction at the haiuk of sodalkts. 

Ihe durty years which separate die {Hiblicadon Ricardo’s 
Prmdfiles rfPdUiad Economy (1817) from hfiUk book bearing the same 
dtb are occupied hy economkts c£ the secmid rank^ who apply them- 
selves^ not ta the discovery of new {nrindples, but to the d^dequnent 
and co-mdinatiem of those already formulated. Of cofuxSe we must 
ndt lose ng^t of the mass critical work bearing upon cer^on aspects 
current doctrines, which was produced by English economics just 
about thk time. But . their ideas attracted as Btde a^ention as did 
Cbumot’s in Wmnot cr Gossenk in Germany.^ 

^ wdre the days when Mks Martin^u and Mrs Marcet gave 
espositiems of potttfoal economy in the fca^ of tales^ ix cmiversadons 

rMfLabour to two categoiks df kets whkh are 

diftfoiSlalhekfiati^ Labcmr kBpiki|»roduct^^ Ckmimerce aod ^xdiange ka^ 
iBeiaL^erti . r. 

IhoMmwmk Jkmil for 1903, lud 511, devotes two very ni» 

kfostaig nddes writos under foedtfe Ecmmmitif. .One 

k « i noiii i Nn dttsfod.-to mmmoA tdacit ihbjr dbow, and <0 

karn that several of foe more unpoctant modem foe^et aream^lyo^edifooferifo^. ^ 
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with ydfimg Car^4ii^ when M^scWickar, writing his First Liss^m m 
tiu MSB af Ekmenk^ the btiKef 

^tthesdence wasidrc^y cono^te^ first ^ndples of pdlktodt 

economy,” he wrote, “arc mere tnmxm which ^childn^ might wdS 
linderstand, and whidi t^y cRigfat to be tanght Ahundred years 
only sa^mits conM &thom tfaem«: To-day 'they are die commonplaces 
of the nursery, and theoniy real difficulty is their too ^cat simplicity.”* 

We cannot attempt die individual study dT ail the econemnsts of 
dds pmod.* Howev«*, mic of them, Nassau Senior,^ certainly deserves 
more space than we can give hkn in this history, and is perhaps the 
best represmtative of the Cyiassiced schod, showing its good and bad 
points better than any other writer. He removed firmn poUdcai 
economy every trace of system, every suggestion rf social r^rm^ ici^ry 
connexion widi a mcnal or conscious order, reducing it to a miall 
number of essentiaiy unchangeable principles. Four prc^ioritiom 
seemed sufficient for dm new Eudid,* ail necessary cmrdlaries being 
easily dedudble fix>m mie or (^her of these. Senior’s ambition was to 
make an exact sdence dT it, and he deserves to be r^embered as one 
of the founders of pure economics. 

He is responsiUie for the introduction into political eamomy of a 
new and hitherto n^lected element, namely, an analysis of abstmence, 
or saving. (The former word, which is Senior’s choice, is the menre 
striking and precise term.) It is true enough, as Senfor remark^ that 
abstinence does not create wealth, but it constitutes a title to wealffi, 
because it involves sacrifice and pain just as labour does. Hitherto 
the income of capital had been the least ddemible of sJl revenues, fiu: 
Ricardo had only disemsed it inddentally, and had represented it as a 
surplus left over after paying W 2 ^;es. The claim :of c:apital was believed 
to be as evident as that of land or labour, apd there was no need for 

^ Mn Marcet’s Gwiiima^ioiu beloiig to 1^17, Nfiss Martineau’s JUmiralions to 1B38. 
The latter had a woodeiftii vogue. 

*<2uc»ted hy Seoger in a lecture econotaici at Ci(himhia Uiiivexskr in 1908. 

* We have already referred to McCulloch and James two of Rkmrdo^s imme^ 

diate disciples. We must just add the names of Torrens and ^bbon Wakefield. 
Wakefidd was the authc»r of a book which had a great rqmlatiOn at one thne, but 
winch was simply an attonpt to a|^ly the Ricardian princn{des to the practice of 
colonbEalion. ' 

^ Nassau Senicn* during a P^rt of his life was Professor c£ Political Economy at 
OxfMU ^^Tlie Oadbed chair, created m was thefim chsdr cf^economici lo he 

eitabiklied In Eng^aadi ifis writings, which treat of various sidbje^ bekmg to tiie 
period The bciyc^of his doctrine is contained in his ^^^tkdJScomk^, cem* 

trihuted Mtamdm in 1836^ mri afieranads sq^aratdy; 

Hdt snufi vihsmt may be legaided hs the earliest tn a w al 0 ( pdttod economy. 

' ^ Thefoinr irihci^fdm the ^fibdcml^^PrincIpie^ |a) the of Pofjulm 

tion;^ (id) the haw of Inmearii^ Rehims in Inclasiry^^lv^ dm Law of IHmidiBkihg 

- '"'m, - 
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a»y fiut&dr inquiry. But has it r^eal right to sqpar^te remuni^ 
tb^ seeing' the o&ktr two agents^ it is itsdf a f^ochict o€ 
liiose two Bud not an original factor of prodticdcn? Here at last is its 
taUe^ not m labofmr^ but in absttnezice. 

BuA if oh the case hand Senior succeeds in establishing the claim of 
interest, be invdabttes the claim <£most other c^tsdi revenues on the 
otho': Let us fedlow his aigument. Cost of prodiictioil made up of 
two demoits, labour and abstin^ce, acd wherev^ £i?ee competition 
obtains, tte value cd* the products is reduced to this minimum. Where 
cmnpetition is imperfect, where there is a greater or less degree of 
numopedy, then between cost of production and value lies a margin 
which constitutes extra income for tiiose who profit by it. This revalue 
by definition of labour and abstinence is independent of every sacrifice 
OS! personal effort. This revenue Senior calls rent, and his theenry is 
tiius a mi^e extension of the Ricardian. Rent is not the result of 
approjmating the better situated or the more fertile lands only. It 
may be (hie to the appropriation of some natural agent or to the 
possession of some personal quality such as the artiste’s voice or the 
surgeon’s skill,^ or it may simply be the result o£ sodiol causes or 
foxtuitmis circumstances. Senior shows that rent, &r firom being an 
ooceptkMial phenmnencm, is really quite nonnal. This kind of revenue 
which is wanting in titfe-Kirawn, but not earned — is extremely im- 
portant, and absorbs a great share cjf the total wealth. Indeed, Senior 
goes much further^ and states that whenev<»‘, as in the case of death, 
capital passes firom the hands of those who have earned it into the 
poBsesskmed'others, it immediately becomes rent. The inheritor cannot 
plead abstmence — ^the virtue is xmt transmissible, and he has no title 

Ilk feotone excqpt just gocxl luck. ^ 

^ ‘*But a a^iderable part of the produce of every country is the recompense of no 
•actifice whinever; is received by those who neUher labour nor put by, but merely 
hc 4 d out their hands to accept the offerings of the rest of the cammunity.** (FitHUod 
Ecomm^j p.^ %;) He takes the income of a successhil doctmr as an illustration^ and 
efivides it up as foUowt (ihi/., p^ 169): 

Wages cn- payment for labour . . . £4/^ 

Profit or payment for abstinence . . 9^9^ 

Rent . . . . . . i jCsooo 

Sec Semor*s Thetny of Morwpofy^ by Richard Ely (American Economic Asiodafion, 
ifigp). ^ — 

Tim coafimon beiivieea remand foe iaccmie (d inherited wealth does Utde hesK^ 
W^ Senaos^ for the two facts bdong to emirriy dafiexent categories. Ifont b a ptnely 
s nen o adc f fo fc n ^ nesultSpg^fianit foe msccmtxy condUions of eaebange^ It owes 

iimidagiifl^ihc 3 aIerg»nazatio%^^^ foe imtiftitkin ofprivme|aroper^. hfoeri- 

tance^ imforofomfouid, tsApiireiyjnridicslflBBnQmeno% foeprodiKittdeivd 
lien if mbfobance abohfoed k imdd mdke ilD difibeacw foe exbicncie s^ 
Igmifo of nfoefoctr obtained firofo foe soil oi foom some other sourOe; whereas 
mider foe hypmhetkiil regime ci pafoedy free ccnnpetitkm, i^hou|^ taut woriki sm 
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' No revototionary soda&t codd ever have invented a bQ^teirifa?ga«4 
mebt for the dbblidcm of the existing o^der. Axid how chflSbrei^^SJiw 
the ^natural otdxn*M But Senior is qnile unmoved^ and thelmqmb 
indifference widi ^^Hbich economists o£ the Ricardian school afiimi iheir 
belief in their doctrines without taking any account cff the ctmse^ 
qisenoes whidi mi^t uphold or might destroy diose very belief has a 
p^uliar scientific fascination fix: us. 

AlsOy^it was Simior w^ laid stress upon scarcity as tht basis of 
economic valueL But a thing to possen value must be not merely rare^ 
k must also satisfy some want. It mun be a rare utility. Itisthesame 
term, ‘scarcity,^ that was em|^yed by Walras. 

The Classical doctrines were taught during the first haff of the 
nineteenth century, not in England alone, but in every country of the 
world. In Germany they were expoimded by von Thilncn, of wiunn 
we have already spoken, and by his contempor^y Rau.^ In Fiance, 
despite the growing ii^uence q£ the optimistic politico-liberai creed 
considered in our last chapto:, Englidi Classical economics was stiU 
taught by a large number of economists, among whom Rossi deserves 
special mention. His Cours d^Mcononde politique, published in 1840, 
enjoyed a fair success, due, not to any originaHty in the contribution 
itself, but to the somewhat oratorical style df the work.* 

But to proceed to the central figure of this chapter— John Stuart 
MiU.® With him CSassical economics may be said in some way to 

longer be known, inheritance, together with all its privileges, might still con^ue to 
exist* Senior evidently understands by the term * rent* any kind q £ income that is not 
obtained by personal effort. But this is clearly a perversion of the original meaning. 

' Rau*s treatise on political economy belongs to the years 1826-37, von Thiinen’s 

Der IsolirU Stoat appeared in 1826. 

* Pellegrino Rossi, who became a naturalized Frenchman in 1833, was an Italian 

by birth. He succe^ed Say as professor at the GoU^ de Fraiice. He aflerw|urds 
became Lecturer on Constitutional Law, and his name is commemorated in otic of 
the annual prizes.^ He eventuahy entered the diplomatic service, and was attadied to 
the Pi^fal See during the pontificate of Pius IX. He was assassinated m 

1848. 

* John Stuart NGll, bom in 1806, was the son of James Mill the economist of whom 

we have a^lready qx>ken. The system < 3 € education which his fMher planned for him 
can be desoHhed as exUMiximary. Prac^sed mi anyone rim it vmuldlia^ been 
fatal. At the age of ten he was already well versed in univen^d history la the * 

&erktiira of Greece and Rome. At thirteen he had a fair ifrasp sC^eike and 
pitiiOBoftiiy, yaittem ahistoiy of Rome. By the time ImNiNrilbuHeen i^^ 

ail the political economy that there was to know then. In 1829, a yoimx of 
twenty-three, he pubHshed his first essays on political eemsomy. In 1B43 sf^ieared m 
hril-]aw%im kninediatriy estriilisbed Ifiii fimiei.^ ki jB^Rhe tmad 

the atehrabie ^Beikkd Ecoium^, Mill was In the seeriee of the^pam 

Gribpmiy tqs to the tim' vhen it lost its charter in From 1865 to ififiSkbe 

was a member of the House of Commons. After the d^th c^ his wife, vdio.eolhir 
boraied.with h|aa in the production of severalof his wmks, et^erially 




OF THJS CJLAS^SIOAI. SCHOOL 

haw attmned its ^^pa^tio% znd mth hiiH bopm its <l6cay4 The 
Bitiidle of ^ xu^ cesituryj marks tte a:est of the warn What 
xaaiq» Im pc^nalit^ so attractive m his almost dramatic a|q>eaxaiice, 
and fthe^ consdousness that he was placed betweai two schocds, even 
between two woridiu To the one he was linked by the paternal lies 
vhkh bound him to the Utilitarian school, whereiia he was nurtured; 
the other beckoned him towards the new horizons that were already 
mitlmed by Saint^Sbnon and Auguste Comae. During the first half 
of his fife he was a stem individualist; but the second found him in« 
clixied to aodalism, though he still retained his feith in liberty. His 
writings are full of contradictions; of suddm, complete changes, such 
as the well4mown wlte^face on the wages question. Mill’s bcK>k exhibits 
the Qasstcal doctrines in their final crystalline form, but already they 
werd showing signs of dissolving in the new cnnrrent. 

like otiier theorists of the *Pure’ school, he d^ared that there was 
no romn in politicsd economy for the comparative judgment the 
moralist, but it was he also who wrote: 

If, therefore, the choice were to be made between communism 
with aU its chaiKres and the present state of society with all its sufiern^ 
and injusticx^; if tire institution of private property necessarily 
carried with it as a consequence that the prcxluce of labour should 
be apportioned as we now see it, almost in an inverse ratio to the 
labour— the lai^gcst portions to those who have never worked at all, 
the next largest to those whose work is almost nominal, and so in a 
descending scale, the remuneration dwindling as the work grows 
harder axul more disagreeable, until the most fatiguing and exhaust* 
ing bodily labour cannot count with certainty on being able to earn 
even the necessaries of life; if this or coznmuni^ were the altcma* 
tivc, all the difficulties, great or small, of communism, would be but 
as dust in the balance.^ 

It was Mill the utilitarian philosopher who declared that a person 
of stremg ocmvicticm ^"is a social power equal to xunety-nine who have 
oidy interests.” It was he also who wrote that ^competition may not 
be the best concrivable stimulus, but it is at present a necessary one, 
ami no one can finesee the time whoi it will not be indispensaJhfe to 
pri>gre8s.” But he ako admits that **cx>-operation b the noblest ideal,” 
aii|d that it ^tranitrorms human life fixxm a conflict of classes strngg^png 
for opporite interests to a fiiendly rivalry in the pursuit a good 
co|i^mon lo afi.”* 

■ . ■ , . 

Ilsiagutbtx^iiSS to ^^pUtheipoti^^ bicrbd, he the Isa yens of hb 

^ eaoe^Ate taken up by hk PariuBiteiitaiy work, at Avigaon. Hu aecolfo- 
gnqfaxycoiiliimaptedknaacciKunofhklifeiasidcflibgxsidiialim 

» Hif^riuipter t, pam BocAlV, dba^ vli, pam^ y. 
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ll has been was i^ply a gif^d pdptilar wrilen Iftit idm; 
k to tindar^tiinaie IdsaUlity. itk tmediat, unlike Riciuxlo, N&dlltus^ 
or Say^ liis nat&e is not associated widi any oxinomic law»^ but 
(^ehed up a wider proq>ect for the science which will secure him a 
rqmtation long after the demise these so«cadled laws. His fame is 
doubly assured, for in no other work on politiod economy, not except- 
ing evoi the Wealth of Jiations^ are there so many pages of fine writing, 
so many unforgettable formiilae which wfil always be repeated by 
evdry one who has to t»ch the science. It is not for naught that the 
Principles has served as a text-book for so long in many of the Englih 
universities. 

Befcne examining the changes in the Glassical doctrir^ which Mill 
himself effected, we must give a brief outline of those theories as they 
appeared in all their infiexibie ms^ty towards the middle of the 
nineteenth century, during the period between the puldkadon of the 
Principles and the death of John Stuart Mill, between 1848 and 1873. 
This was the perfod when the Gkosical liberal school believed dukt its 
two old rivals, Protectionism and socialism, were definitely crudied. 
ReybaiKl, in his artide on socialism in the Dictiomume d^Economie 
politique of 185a, wrote as follows: spesdi: of socialism to-day is to 

deliver a funeral oration.” Protection had just been vanquisli^ in 
the stnj^;gie that led to the repeal cf tkt Englidt Com Laws, ami was 
to suffer a further dieck, alike in France and in the olher countries of 
Europe, as a result of the treaties of i860. The future lay with the 
CSiusics. It was little tiboug^t diat 18B7 would witness the puMUatkm 
of Ka^tal^ that in 1872 the Congre» of Eisenach would reass^ble, 
when the treaties of i860 wouM be publidy denounced. 

Let lu profit by its hour of gkmOus eadstenoeto give an exposition 
the doctrmes whidb it taught. The treatment must necessarily be very^ 
summary^ seeing that we are nc^ writing a treatise on pditical ecorumiy, 
and that oinr attention must be confined to writers ^dio are d^nitivdy 
members of the Libersd sdiool. 

I: rm FUNDAMENTAL LAWS ' ^ 

A bdkfNui niatiiral laws was always :an lartide ftuth with thd 
gasateal sdiopL Without scane sudr postidate it seemed td thorn tiiat 
no-cdU ection of truths, however wdl attested, xould ever lay dairn to 
the tide cfrscience# 9 ut these natural laws bad npno that 'proy^ 
^fihsttitic/ imd ‘ normative*' • charter so fteqr^tly dwete 

^ £h4>ont de Nmioun, writiog yttf much ia Ihe eC ^ 
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lam like those’ of the^physicftt order^ and are deuly tion^xsioral. l!tsey 
may |iiew m diey may be fasemdul, and xMh must adapt &eisi?^ 

aeives to diem as best they can. To say that political ec<momy Is" a 
^<&ma! sdence’’ because it shorn diat certain laws may have uxdbr* 
tunate rendts is as absurd as it wmjld be to call {diydcs a dismal 
sdenoe’’ became lightning Idlls. 

Far finom being ineoondlablc with individual liberty, diese laws are 
mnmig its direct results. They are die spontancom links ’tdiich bind 
tGfgedier all firee men. Freedom is always subject to conditions. Men 
are not fiee in the matter of eating or n<^ eating, and if they would 
eat they nmst cultivate the soil. Freedom is limited not only by the 
ai^ns of odier human beings, but also by the laws ci the jdiyncal 
world whidi suxToimds us. 

These laws are umversal and permanept, for d^ elementary needs 
of mankind are always and everywhere the same. Economics is in 
qnc^ d* such ]>ermanent laws, aixi has no ooncmi with the merdy 
temporary. It is <»ily by seddng the more general and consequendy 
the more nearly imiversal laws diat economics can apprehend truth 
or hc^ to become a science. It must study man, iKit men — the type, 
not the individual — the lumio camomicus stripped of every attribute 
exc^ s^^intercst. It ckies not deny the odstcnc^ d other qualides, 
bm merely relegates them to die emmderation oi <dier sciences. 

It tKW remains to see what diose natural laws were. 

(i) TTie Law of SdfinUmt. This law has since been named the 
Hedmnstu: prind^de — a term that was mver employed by the Classical 
sdiooL Evo^ indivMual desiim wdl^bdmg, and so would be possessed 
wealth. Similarly he would, if pomit^, avoid evil and escape effort. 
Ih^ tt a imqile psychdogical law. Could anything be mom iinivexsal 
or pennanent dian this law, whidk is simply the most natural and the 
moil ratkmai (using the term kt its Fhydooratic sense) statonent of 
d^ hnv ofadf^preservadtm? In virtue of dns fundamental prindple 
the Classical schod is frequendy known as the ImhVidualiM scfaod. 

Bat individualism nmd imply neither egoinn nor q;otism. This 
confusion, which it repeatedly maife with a view to discrediting the 
C l as s ica l writers, is idmply fiitile. No one has dkplayed greater vigour 
In protesdt^i^ ageSmt nm&od of treating rndhodualism than 
To siqr that a imrson k seddt4[ Us own good » not 

- r '-- — -1^.- 

dMIjf ghkii an ocedket ef wmasl km aamnd iiw we are io 

ttWlriitfarf cofKhilm that legulaie all thk^ m aeeocdteooe 

^Oiof of Nat^. Theyjure the *eiieath|i to 

wll^h meti mtat subeidt if they would chtidn off the heoeEti which the 'tktural wder 
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ittiply he ^icstieft the fidlme of othenk * In^viiiiiaMffitii 4^^ not 
occlude sympathy/ liad a normal individijud &els h a sohrob of 
gratificatkm ^vhenevo he can give {deamre to o^hoB*. 

But this did not prevent Ricardo and Malthus from abowiilg tl^ 
numerous instances in which individual intere^ coni^t, where it is 
necessary diat one interest dxould be sacrificed to miothor* And 
fSsr fifdm denying the existence o( these conflicts, has tal^ special pains 
to emphasise them. Hie Classical writers^ tc^edier with the Optimists, 
reply that such contradictkms are apparent only, aiul that bemath 
tl^se i^ppearanoes diere is harmony; or they point out that these 
aattnomies arc due to the £sct diat both individualism and liberty 
are only impezfecdy realized, and as yet mcA even completely uncto?^ 
stood, but that as socm as they are securely estaldished the evils whk^ 
diey have momentarily created will be finally healol.* Liberty is like 
Achilles’s lance, healing the wounds it inflicts. Other individualists, 
such or Herbot Spencer, dedare that die conflict o( individual interests 
h hot merdy advanU^eous to the general intarests of sodety, but 
the very condidem of purogress, weeding out the incapable to nptaks^ 
room for die fittest. 

( 2 ) TJu Law af Free Competitim. Admitting that each individual is 
the best judge of hb own interests, then it is clearly the wisest plan tp 
let every one choose his own path. Individualism presupposes lUseity, 
and the Indivkiualist school is also known as the liberal school. Ttus 
secrnid tide is more exact than the first, and is the only one which 
the French sdbool will accept. It emphaticaUy repudiates every otho*^ 
whether Individualist, Orthodox, or Classical.* 

^ Adsm Smith, kt us ranember, also wnHe a book 00 the Theeiy of Moral SmOumiis 
(sec Bodk 1 , chapter ii), and Stuart Mill writes as follows: Uie gol^e^^ rule of 

Jesus of Naasareth we read the comply spint of the ethics d utdity. To do as you 
would be deme by and to love your neighbour .as yourself constitute the ideal perko- 
tkm of udiitarian morality.^ (UtUilariamm^ diapter ii) 

< Thh h how Mill views it: **lt is only in a very imperfect pSate of the WDrld’ji 
anaiigesaients dint anyone can best serve ^ hapfanew of chiefs by the abnii^ 
sacrifice of his own. {UtUUanamm^ dhapter ii) it is scarcely nooemry to ad^ 
seeing that die two proposttions are necessarily compkaaentary, diat one of the best 
ways of aeoiring luN^pinesi.tt saertfiGe one’s sdf in die cause cf othecs. All dial is 
required is a Utde patience. *’£^ication and Q|»nion mtUI so use that, power as to 
estabBdi in the of every tndividind an indissotulde association between hii 
bippiiiesianddiegoodofthei^ht^.** IntarpretiM In dih way, individuafism is closely 
aldn evm to d^ most hansceiident fiMtn of solidarity. 

* One is somedmes asked to ^ate the dilkreiices between the C tosk a l, the Indl* 
vkhxaliiB, the Lfiieral, and the Opdmist schoids. The question docs not seem to qf ; 
tobenvery ia^ioctantoiie, but wesnay answ^itindus way: ; 

(4$ Hie Inifividsuliil aecocdkB to die worst inta^piyeadan t^ion 

thi^udiat ofshm Is the 0^ fosdhk system of ednes and diat each mt 
tbe.sok prio^die cfecdo^ But, naUirallyeimu^ every one hanidous|pAV^ 4 ^, 
tatml of selfishnets, and the existeoce of such ecommik dmaa eae|iainee, spd^^^ 
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Tlie idkxd k ecjUttUy disdiive in its pr^si^ice fc»r«^Liba^ 

hsmS Tht *Mahdies^teFlinim afam 

been employed, e^eciidly by Oennim critics, in describing dm fisatmae 
of dieir teadimg. ' i 

But CSasricai sdiool itsdf ti^aight dP laiss^z^idri neither as a 
dogma n^nr a scientific aximn. It was treated merely m a practical mb 
whkii it was wise to fidlow, not in every case, but wfaerev^ a bettm* 
had not been discovered. Hiose who act upon it, in Stumi; MtU*s 
reunion, are nearer the truth nin^een times out of twenty dian those 
whd deny it.^ Hus practical Liberalism is mtmded to apply to every 
aspect of ecomunic mid thdir pit^pramme inclucks fiberty to choose 

oni^s em{^3yment, firee competition, firee trade beyond as well as 
withm the ftmitkrs of a sing^ country, fret banks, and a competitive 


of iabom make egoinii knixiHibk at an ^hkal syitw. Aooofding to broadcat 
inteipretatkm of the teno, ii^vkhialssm iixi|>lies the recognitiem d indivkli^ welkre 
as tiM sde aim of every activity, whefi^ individual or social, eebnomte 01^ political. 
But dds does not take us very far, for every socialist and ihdivfoualist would accept 
this interpretatkm. We seld^ speak of the welfare of society par m m an entity 
possessed c^Qonsciousfedixig. Thhdcfizutioa is much too wide. It includes solidadty 
add assodadon. State intervention and labour Icgidadon, provkied the atm be to 
piotm dieiwfividualagiinn Selfaacrifice is not exchided, for what 

can Moagdiea mdtvidpaMnii like adf^sacrifioe? Thh is the interpreCatioti which 
«Sclaea puts xspaa it In his Vlmkoubudisme 4 (onmigue e$ sociali But the term *indi* 
vidudist* Is too indefinite and we must avoid it whenever we can. 

(S) Hie so-calfed liberal school uses die term in m much more defintle foshksi. 
Hie hidiviciissl is to be not merely the sole cad of ec o n om ic actiop, biUjbe itaho to 
be the sole agent of the econmnic movement, because no one else, can understand his 
true interests or realize them in a better way. Interpreted in this fashion, it means 
ietdi^ the Indbiduai alone and removii^ every eacmmal Intervention, idietim by 
die ^Ue or die master. 

According to the one definition, individualism is a creed which every <me can 
adopt; according to the other it if open to very serious objectiofis* Experience diows 
that die Individual, whether as consusiMr bt^rii^ In^irious, oosdy, or utekm ooeci* 
laadides, or Os wosier wmldr^ for wi^ dmt ruin hts healdi and lorntr Ids chlldron*s 
vitality^, u a poor judge of hu own intercit, and khe^ileaf to defond hlitisrif, even 
whete tdence asid Ity^aae are on Ids side. 

(r) Ifwo ptalidiisinnrpmatiott a stage forther and adndt not only that each hidi« 
viduii it best qualified to speak for him^ but ala» that the aodal inteitil is 
die niun of the fodividual fnterefts, all of whkh co nv erge in a hmiottiout whole, 
thelJbeial icliocdbeodnmdieC^tlmii^ ha Ftnnoe it has die undition cf a gene^ 
tihkBeldnd nod an attempt hm been made to ievtve It in certain feoeni workt; 
•dfi it may now be fcgaided as soiaewliat andfimfeai* 

qpeak of the Camtical sefooed we memi those who have fesudnod 
fidtrihllbds^princqtoenunckt^ by dmeiriier mamxi ofecoiKm^ An 

eflEbrt hat been made to Impnov^ to develop, nod even to correct foe Oldhr theories^ 

bmiklttfonpilloirbemmadem^c^ imhsd^foalMejmd 

a WKiij u j Biy tfwys^^ tcBm iOBKioi nmncvcr noini vPUhUwic* it loinHwlty 
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rate 0f interest; and tm the iiqgative dde Jt impUes redst^^ 

Sta^ mtervesitkm wherever the neccanity Jbr it cannot be tdeaily 
ifem0iiitratedy: jg in theecase of |»roteclive or piraatal iegidatkaiiL i; 

In the optmon of Classical vniters^ free competition wastbe^overcngtt 
natusal law. It was wffident for all things. It secured cheapness for 
the cohsuiMr^ and stimulated pn^[ress g^eraUy became of the.iivairy 
whidi it aroused among producers. Justice was assured for and 
equality attained, for the constant pursuit of profits merely resulted in 
rbduong diem to the level d. cost o£ producdmi. The DMatmake 
d^kanomie politique d 1852, which may perhaps be condda:ediaa the 
code d eSassic political economy, cpqxreised tte opinion that comped* 
don is to the industrial world what the sun is: to die phyricah And 
Stuart hfiU hfaasdf, the author of no longer distii^^uisbi^ 

between ecmimmc and political liberty, in less poetic but eqmdly ooih 
clurive terms states that **every restricdmi of onnpaidon is an evfi,” 
but that every extenrion of it is always an ultimate good.’’^ On this 
pomt he was n stem <^ponent of socialian, although m other teqi c ictg 
it possessed many attmedons for him. **I utterly dissent,” says he^ 
^^fixim the most con^icuous and vehement part of their teaching, their 
dedamadons against cmnpeddon.” 

But the Classical school, depute its giorificadon of fiee oompie^don, 
never had any intendon of justifying the present Hie coiuk 

fdaints urged against it on this score, like the similar diarge of cgdlnn, 
are bmed upon a misconcepdon. On the contrary, the Giassfos, both 
new and oki, complam the iuoperfect character of emnpeddon. 
Sooior had already pointed out what an enormous jdaoe zmmqpdy 
sdll bolds in the present ngime. A n^^ime of absolutely fiee comped* 
tkm k as much a dream as socialism, and it is as unjust to judge 
cennpeddon by the vices of the existing ord^ as it would be to juc^ 
of coUeedvism by what occurred in the State arserials^ 

{$)"The Law of Populaium dso held an iumounfofo place among 
Clasri^l doctrixM, so honourable, indeed, that even the C^dxnisri^ 
never dared contradict it And of all economists Mill seerm, mosl^ 
efosess^ by it^ In his dread d its dire consequemm he smpaaMa 
Malthus himself. And he reveab a for greater regard ^ 
udwmJ&cm than was ever shown by the lader* idM was eieeudy a 
Neo*MaIthittimi in the respect which he folt imr die^f^^tiiaxld Ifoerfy 
of wden^ which are too sddom consulted vAidt is finoe^, 

^ Prlmi^iL Book IV, rimptor vii, pars. 7 (AiUcy*! ed.» $ee fos wofk.oC 

Mbfouuc^ori^illwokAhCMiMffow taj 

vria to my dxat «U mouthi vhlch tbe iiiciwuo km 

f o km i w ttenkawh ^The new moixtfo 

and die liaxiih do am produce «imt^ Book I, chapter 
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AimiS A ntma!r(n^ appeared to him as vicioiis and 

$bamk as ds^^ustix^ as dimfiiamiiess,* Time and agmn he dedbm 
that the woddog classes can hope &ir no ameiioralsoa of thekr lot 
axdeBS tlief > check die growth population. One reason for his 
&vouiabfe ^ew-of peasant proprklx^ship is the tes^aint which it 
tadeatascB upon the birth-rate. ‘^Ihe rate oi incxtase of the Frendi 
pofHdation is die slowest in fiun^ie,*^ he writes, and this result he 
thoi:^^ 'mry encouragix^. % 

Toexorciae this terrible x^tnon he would even sacrifice the princ^e 
ofliborty which everywhere he is at so much pains to defbxL He 
wa8;pr^axed to siiqipoit a law to prohibit die marriage of indigents,’ 
a proposal to which Maithus was absolutely opposed. His plea for 
t^^xneasure of restraint is expounded, not in the Princ^hSy but in 
mmtha: of his wcHrks entitled Idbaty. It. is, of comae, possible that 
Liberty may owe scm^diii^ to the collaboration of Mrs Smart MiH. 

(4) ^ The Lam of Demand and — the law that detennines the 

vah^ of products and of productive services, such as labour, land, mid 
capital — is mually ^ted in the following terms: Price variet direcdy 
with demand, invensely widi supply. One of dse mo^ important 
contributions which Mill made to the science was to show thsa thib 
appsmmdy xnadieixiaticaliy precise fcumula was merely a vicious ciiele. 
If k :be true diat dbcnand wd suf^y caum a variation of price, it is 
equally true that fuice caums a variation of demand and supply^ 
hfitt conects the dictum by sayxi^ that price is fixed at a matgm 
where the cpxantity oSkted is equal to the qmmttly demanded. All 
price variations move about tiiis pcmit, just m the beam of a balance 

^ *^lt is seldiim by he choice of he wife that families are ho nuroerous; on tfer 
devolves (aloag w^ all he physical sufifeds^ and at least a full tiwuo of the {mva- 
tiofu) he wb^ of dm intoleiri^ d<»iiesdc drudgery refulttng frmn die excess.*’ 
Book tl, diapter xiii, para. 2.) 

s **Whiie a man ahels int e m per a te m hink it diicountenaiioed and d espis e d by 
aB profem h be nMxri peo^ it tt one of dm chief a<oimh made use of ia appeals 

to he beneyolmt that he hm a large 0 hqp% and is unable to maintam 

them.^ Book II, diapter xns, para, i.) **Iittle improvement can be expected 
ill snotaBty, tmtB he pidhtdiig familacs it regarded the tame fedh^ as 
d nui k eiineis or any ohsr phyried excese. But wl^ the ariuocracy and detgy am 
feremott to set he example of this kmd c^ tncondnepoe what m be expected of 
pooef** (IhuL^ Adtikfem., p. 375, note.) 

ifo eomihhtt that he Cbrbhm idi^cn incideitei the hhef hat God In I& 
wdsdshimilMeebieMAnitinc^^ ^ 

^ ihkh m eouatfm cm the C ^h ient ferbid marriage ux^ 

hepsides ehi show diat they have he nhans of sMpporting a femBy, do not excm 
he iBiiifohh of he Sme. TbSy am not obJschmaHe as viokiddiii of 

liberiy.** {£liar|r, dispter v.) f . ^ 

hand he hooibf foai a liaa vhidi Bmited he minher of pthh> 
homai fovslNbl^rieimtoof btoty meant tmtioghe woslMy»aidhilmm 
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^sdUates about a poiiit of equililniuiiL^ Ho dms i§am to tbcr biw of 
demand and mpply a scientific precision wlucb it formerly laciced^ imd 
by subsdtutk^ ^e coii€i^tio]i ^ eqmliluiuiii for the caioai rblatfon 
he introduced a new principle into economics iM^ich was destined SO 
lead to scmie impcutant UKKhfications. 

The law of demand and supply exf^iams tl^ irariatkutt of vaiue, but 
fidh to ifluxninate the conception of value itself. A more fiinda- 
mental cause must be sought, ^^ch can be fomsd in cost of prothuctiom 
Under a r^ime of free competition the fluctuations in vaine tted 
towards this fixed point, just as ^^the sea tends to a levels but it nevi^ 
k at one esmct level.”* 

A temporary,^ unstaUe vidim dq>endent upon tbe variations of 
demand and 8up|dy, a permanent, natural, or normal value regulated 
by cost of production, such was the Gfassical law of vsdue. IitfiU wai 
entirely satisfied with it, as be seen fiom the folkwing phrase^ 
which seems rather strange, coming fitan such a cautious philosoj^ier* 
**Ha{^dly,” says he, ^^there is nothing in tbt laws of value wiikh 
remains for the preseiU or any future writer to dear vsp; the timory of 
the subject is complete.”* 

Hie btw whidi r^ulates the value of goodi applies also to the wdue 
of money. Money also has a temporary value, determined by dm 
quantity in circulation and the donand for it exchange puiposei 
— the oddnrated quantky theory. But it also has a natural value, 
determined by the cost of production dT the precious metals. 

(5) Th$ Lam of Wages. A nxnilar law d^emuned wages — the price 
of hand*labomr. Hese agadn is a douUe law. Temporary wages 
depend^ upon demand and supply^understanding by supjdy the 
quan^y d* capital available for tte upkeep of the workers, the wages 
fund, a^ by demand the number d* workers in search i^employiii^.^ 
This law was more fomiliarly expressed by Cchdcn when he said that 
wi^jcs t^ose whenever two masters ran after dm same mtm, and foil 
wimtmva* two men ran after dm same master^ 

* er foe foil ccmtinues untii foe ^bmand «id am sgam equal Ss. 

one saofoer: and foe value vdiich a OHumodity will luuig in any msdKt od^ ^ 

foan the value wfkich in foat market gives a demand just ni fl S o ent to caity olf die 
esi ding nr expected supply.” {Prki^Us^ Bo<fo III, dugHer a, pSta. 4.) 

Coimmt in kh eritidsms of the fow of d em a nd ami s^pfy had antk^alBd 
But it k very probable that Mill was not a cqu a int e d irifo foe iUclfmliL 

* Book in, chapter iii, para 1. 

* HM** Bo^ III. chanter i. para. 1. 

tfa^M^proportkm tetw«ai.tfie nuatter of the lehemi^ 
popidiidkni apd foe eai^iid or nfoer funds devoted in foe pinchaie cC hhofo, nhfo 
eaaaottnderaet^ofoM^pettelaitiKaabeiedfa^ 
charter si, Pwt> I and HI.) 
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Nstwal 0 c ndjsistmioe vFEg^ ia>^ long nm detormioe^ 
cost M i^rod^Ha^Dn ofiIaba«t^^ tbe cost.dTreariiig AiKiriciert 'Zlte 
: tempwai?y wsges al^iMsays tend to a poddtm tif equili* 
far^iiaalidtouti this point. > . :<■ 

llHs“hraEen law,” as LassallccaJis it, well deserves its dtb. Acccud* 
ing toiit w^fes depemi eodrdiy upon causes extraneous to the worker, 
aod'bear no rdatioo other to his need or to the character (d^his work 
or ids. willizi^ess to perform h. He is’at the^mercy of a fetalistic law, 
End is as hdpless to influence his nnurket as a bale of cotton. And n(d 
(miy^jis the law .indq>endent of 1 dm, but no intervention, legal or 
othorwiK, no institution, no syston, can alter this 'state of thingi 
without influencing one or other of the t%vo terms of the equadon, the 
qasBitky of capital! employed as wages-'~the wage fundr-^ the 
nmnbelcs <^,dte wmkiog peculation in search cd woik. “Every plan 
(d lameliocation vdiich . is not founded upon this princifde is quite 
ilhisory.” Only by enooun^jng the groe^ of capibd by means, of 
saving, or by tdiscoin^^ling the growth ed populatimr and restraining 
the sexual instinct, can the terms ed the equation be fovourably moch- 
fied. Upon final analysis there are only two chances of safety for the 
workers, and of these die first is beyond thdr power,^ while t^ second 
means the condemnation to celibar^ or onanism of all proletarians, as 
tiiey:^are mwicaily called. 

And thitt Jkfill, who finmulated the law with greater rigour than any 
a£ his predecessors,, found hamaelf alarmed at its consequences. He 
waaqmaally imfnesied the emmceous but impr^ent effihts of trade 
unionian, dial at die beginning of its career. Mill and the eermomists 
of the libetal tchpot were as strongly in flivour of the removal of the 
GomfainadtHi Laws as they were persisteot in didr demands for the 
rqieal of tfae.Cioni Laws; but of udiat toe was the right of aasodatien 
aisd .combination ndun a lug^iar law frustrated every attempt to raise 
wages?' JtMt at dm dme Longe, imdng in 1866, and TIuNmton, in 
his vdume m Ldbmtr, beganto quodcHi'the validityiof the wi^ flmd 
theory. They eiqierienced no difficulty in converting John Stuart Mali, 
who follcwed with Ids fionoas recatdadon m die pages of the Fort- 
ICsdi^tod^ caused a remarkable t^, and was duHi^t almost 
an oHaace against dc sacred tradidpns dr .die Clasacal school. Ilie 
ooStelat«ba was not (pdte ooncl^ Itowevor, for die last eifidmi of d» 
Prme^^ sdll’contains die pSSsagia' Vw have airouiy quoted, as vi^' 

4:8aBfatg aih* wtWi to w i ciwit faig dm we* food k oaly podMafor thetica, 
mda^isailMsleMapon tbdrdmg itas he it wpna.the wedun legodaing ftm 
fibl^tdw^tswwwupMdwwoidMtatheJaBportsaoacf.taidicIwt 
lutwayofdioH^UiaaTCHittfHitaftealabMrioiuaadolMcsaia .u. 
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at othm aq^ally disooiin^^ the wcai^gclassesy and equalfy^&tal 
to Ihe hqpea whieb they^ had iwasonaldy placed effiats:^ > 

The wage fiixid thecMcy, though badly shakea^as a result M31^ 
defispdim, wat not abandoned by all the CSasdcal writers^ and soine 
Amet^tcan pubheatk^fi later attempted a revival; of 

(6) thi Lam^ qf JReni. The law of cmnpetitioii tmds to i^uce the 
sdiUiig pfioe until it is e<{ual to the cost of production But suppose, 
sm is often the; case, that there are two costs of fhoductiiHi, vdiichof the 
two win detamnne the price? The higher wili be the ckterminant, 
and so there exists a margin ftn* all similar products whose cost of 
Induction k less. Ricardo showed that this was the case with agri- 
cidtinral fuoducts as wdQ as with certain manufactured gocxls.^ MiU 
included personal sdbility, and though die conception of rent was thus 
vmy cosidcieraUiy extemled, it had nc^ the scope vdudi it had with 
Souor. 

(7) The Lam of InUmaiumal Exchange. According to the libend 
economists Ricardo and Dumyer (see p^ 352)« intematicmal trade k 
subject to die laws r^^aladng individmd exchange, and the residts in 
the two cases are almost identical, namely, a saving of labour to both 
parties. One party exchanges a product which has eo^ fifteen hours* 
labour ftir another which, had an attempt been made to produce it 
direedy, wcmld bave invrdved a labour of twenty hours. The gain is 

^ Stuart KfiH admitted that trade unicHis mig^t modify the relatkms between demand 
and nipidy, fotgetthig lor the moment that diis meant a contradicdoti of the Claasical 
theory. 

The uniont mii^t limit the number of availabk men. He feared that this would 
result in wages for the small number of organized labourers and in low wages 
for die oth^ Hiey ml^t check the birdi-raie, dieir membetf becoming aeeus« 
tetaed fo tucha degcce of comfort and well-being as would raise their standard of life. 
He was always a strict Maldiusian. 

* See Ihe quarterlies of Harvard and Columlna. It vras an Americ a n, however, 
Franeit Wato, k hk QgmsHm (1876), who did mote than anyone to desuoy 
the old wi^ hind theory. 

^ **Tlie eost vakie of a thing means the cost wdae of the most co^ pordon of it.^ 
( fVferipfei, Bodt II, duqmar vi, para i, i»xip. 7.) 

^The extra gate wldch any procfocer or dealer obtains throui^ supeter talenti^ 
for budmm or superte buteem arcangemenis are very mudh aim dsnOar kuidL If 
att hh co mp e tteti had the same advantagei^ and used diem, tte benefaWould bS' 
to diefe antomevs diro«#i the dimmtahed value of the nrticfet he only 
relate ft te Itendf becaum he h lOde m bring ha commodity fo aamte as a te 
ocxawhteiuvatehdeteitete byaliu;her*** (ite^Booh v,para. 4.) 

Senior had teeady enphateed one teporumt difiteemce betvte^ 
industrial peoduetkm, name^, that while the law of d indm t hm g letums operates 
dwfoinam case, te kw of tncrmaiiig returns a opermttemte In othfcr 

word^ the cost of produiteo dteinhhes m die quate^ fnmduced Increases. The^ 
lendi H as hm out teewheie, fast the indestiteeteioycr ts ansdoia m rndne# 

te safo|^ fa Older m laoihim mete and to teeoiqi Idatef te a le 
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aee&tcd to> the impoxtiiig si&s, cxixirtalion is merely die mraas 
whextdiy it^k obtaiiiei^ ^ Its u^aimre k the excess of the imp<»rted value 
ov^ the vi&ie expected. * .m - 

It is clear, that eadr party gains by the transaction. It is not qidte 
dear, nor is it altogedmr probable^ that the advsu^ages .are equally 
<hstrd»ited. But it is generally bdieved that if any inequality ^kxs 
exasfc the greater gain goes to the poorer ccasitry — to the one that k 
kslsl^lcd by nature or less &ted for industrial U&. Ibe latter country 
by very ddfinition would experience great difficulty in attempting the 
direct production of the imported goods, and wcHild even^ perhaps^ 
jSiul it quite impossible. Chi thk pdnt the CSassical or die 

Manchestor school k in oBitfdete agremient with the Frendi sdbo£d> 
1^ mi^t possibly be pointed out that under a rt^^uene of free Oompetk 
tkm values wemM be reduced to* the level of cost of productioai 
and products would be exchanged in such a fashion that a givm 
quantity of labour embodied in one axnmodky would alurays exchai^ 
for an equal quantity embodied in any other. But in siadi a case 
where would be the advantage of exchanging? Ricardo had already 
anticipated thk objecdon, and had shown that if the rule of equal 
quantity in exchange for equad quantity were true of exchange 
between individuals, it did not hold of exchange between dif» 
fiereot countries, for the equalizing actiem of competition no longer 
operated, because of the difficulty o( moving capital and labour from 
one to the other. A comparison should be made, not of the respective 
costs of tl^ same product in the two countries, but of the reflective 
cosb cif the imported and the exported products in die same countiy. 
An^er buttress to strengthen tfae theory which measures the advan* 
t^eicrf'intmmtionsdccimmeroe by tbeamoimtoflabcHirecoiimBizedl* 

^ Rtcarclo, ]iiofeofver, ;gket ati expotitkii of the advantage! of mtemadonal trade 
in terdis that Bat dat migiu have adopted. ^*tJnder a syitest of perkedy free tom* 
mcfce each cotmtry naturally deveues its oqpital and lab^ msuh cmpkyiiieiits as 
aremost bendSkial to each. This ptuvuk indivkhsal advantage is admteddy con- 
nected with the univeisai gocxl of the whole. By stitnulatitig industry, by rewarding 
ingc^ty, and by using most eflicxciously the peadpar powen bestowed by nature, 
it dadcibiiies labour sno^ effectively and ino^ eccaaoiaicaBy: whBe by inarmsing 
the general mass of productioiis it hffiises general ben^ and binds togr^o:, by one 
cothom tie of kiietest and interoourse, ^ univetwl society of natkns througiiout 
dmmrilkedwMd Itk tlmprinot|dewlddideten»inmdiatvdiiefhshbemfi^ia 
Portugal,; kal com ddh be pvwn in America and Poland, and hat 
hawtare and other goods shall be masnrfartmed in England.’* (Elcar^,. HMb, 

kOmidng imiwent pmadckx amy be deduced from Ricardo’s theory* A 
cooihy kwimin k^ocakg nmoaly thorn commodha uduchk cm 
a dk dvant igom eoayamd wthlu rivih, but ^ those goods in which ii has a 
dktet athhniige k kkinauer k^prodncikm# th^ 

oyoyed in some oher case. Under tlmse chcuimtances it Is hotter hat U ihooiti 
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But die value ^ the exchanged product k atiB undt^enukied^ It 
fies somewhai^^ betwera the rail cost of producdou of tbe goojil^ 
exported and die iditual cost of production of the foods impcar^Bd, In 
such a way that each country fains somethings That is all we am 
able n> say* hfill has gone a step &rther. He has aband<med die 
compaiiion of 'costs of productkm, wfaidb is piurely abstract, and c^ 
afford no practical measure of the advantages^ prefarrtng to 
the vaiw of the Imported product by the value of the product which 
must be given in exdumge for We require to find the cauaeatfaat 
enable a country like England to obtain a greater or a lessa^ quantity 
of wine in exdmnge fin* her coal. In odur words, the law ^ inter* 
naticHial valim no longar invdves a comparison df cosm c£ produce 
don, but is simply the law of demand and supply. The prices of the 
two goods arrai^ themselves in such a foshion that the quatuides 
demanded by the respecdve countries exacdy balance. If there is a 
greater demand for coal in France than there is for wine in J^gland^ 
England will obtain a great quantity of wine in exchange for her coal, 
and will consequendy find herself in a very advantageous posidcHi* 
Mill’s theory* constitutes a real advance as compared with Ricardo’s, 
for it affords a means of gaugii^ the ^roogth of the foreign ttomandi 
and of judgii^ of the circumstances fovourable to a good bargaip. 
KGll was of the opinion that a poor country stood to benefit most by 
ttu^ tnmsaction — cm^rming Bastiat’s belief. A rich country will 
always have to pay more for its goods than a poor one.* 

produce that futiduct in the makiig of which it has the greater advantage and ex* 
change it lor some other product in which it has less. 

**TWo men can both make shoes and hats, and one is superior to the other in both 
employfaeiiti; but in makiag hats, he can o^y exceed his competitor by one^^fth, or 
ao per cent*, and in making shoes he can excel him by onc-thiid, or 33 par e«it. 
Will it not be for the interest of both that die superior man shmiM em|doy hiins^ 
exchisivdy in maldig shoes, and the inferior man In making hats?’’ (Ricaordo, PMitH 
Bim s my, du^itcr viii para. 47, note.) 

And to England might fold it advmitageous to cxdiaege her coal for Fremfo cloth^ 
althoh^ she may be able to produce those tfoths cheaper hexsdif Ih Book VI we 
shad how thfe dmry wfodevdbped and transfonned. 

* vakse of a thhg in any pkce dependi on d»e cost of it| ac g i foidm hi 
fdaoe; vAkli In the case of an imported arttrie means cost ^prod t^d o n^ ^.d^ 
thhq^Whldi laexpofted to pay for it.” (Prino^fer, Book III, chs^^ter xvfoipa^^ 1.},. 

srented of the theory in his C/nuttfo/ ^ 

more oOli^^kiimd Iku more precise cxpositkia is jpvcn in ^ Bo^ 

chapwncrili, para 7, Tlw whokproccmofrasonmg^ baoedm 
diedeal oond^of two petsmis. Is purely abstract, and » of veiy Btde practical usif 
What hr miBy foj^^ormnc is to know the relaikm between die ad^rantai^ l^isicd 

iide^ It la true thaf on die whole imports andrexpofls hidanoeww atw^h^ 
d i rnd b m dmopmdonof asoifoy^ but that k smother questum. ;i£^o,AaBqpw 4 ^i|fe 
in Book VI.) 

• ”lt 1^ igipeiis, diat dWooUntifes uhlch carry on their foiriin tmdMk 
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’ Proteetkifikls the op{losite %dKcf^ holding that it is ^ poor 
b duped. Tl^ Ez^li& trade ivith ^Bbrtiigal It to oC 
iUustratiom^ But it iss simply an iHuiaratiTOt and it 
can never take die place o{ actual proof. 

iNot^lvidsnanduig ittese divergent ^ews^ Mill is toone sympathede 
to die Ihxytecdomsts than any otfa^ economist of the liberal schod. 
Hli diecny imivicfes them with at least one excdlent Sedng 

that the advants^es of intematiTOal commerce depend iqiofi denumd 
and mpfly, a country may make it operate to its own advantage by 
m^^tiy pursuing a diffi»em policy. New indtatrks mig^t be develcqied 
wliTOever Aere is a omsiderable deihand fot new producei^ and dial 
dTOiaiid might easily be so considerable that the price would be 
krwared. 

Besides di&, Mitf^makesan impcHtant concession to the Protecdonista 
when he shows that Import duties are not always paid by the consumor 
in ^ Ibrm higgler prices, but may in certain csaics be paid by the 
fimdgner, tmtably dm imported {product, such as rare and h^** 
priced wines, enjoys a monopdy price.^ 

Finally, though Mill ramsuned fidthfiil to Free Trade, he resemhfed 
list (i^om he did not know) in accepting PrcHsecdon (or infant 
indhisnies, imposed ^‘in hopes of naturahring a foreign industry, in 
itself perfeedy suitable to tte cmnnmtanoes of the country.’’ But he 
^i^ea cme ftservadon, that the protecdon should be confined to cases 
in which there b good ground ^ assurance that the industry which 
it fosters will after a time be able to dispense with it.” That, he says, 
b ^^die only case in which, on mere prind|ie8 df polidcal economy, 
protectu^ ctedes can be defimsibU^” In tiWh, however, thb **only 
case” opens the door very wUe to a very large nmasuie cf Ihrotecdoxu^ 
The Free Trade doctrine has not remained where it was any more 
than die odmr special doctrines dT the ClawBcal schodL It gave bprth 
to TOC of ^ most pow«ftil movements in econonne hbhny, wiudt 

adVibibgeotts sm those whose ^txHiiiiioditiet aie mon in demand by {Mdpi 
coiiiiinei» and which have themsehws the bast bamnd br^iweign coaunodtl^ 
among oiieir co n i o q oencei, It bfiows dsat ibe tidiest cootMrb^ 

>i«ter» gdn Ob least by a jpven amount ofbtdgntnmiame, ibu» havbg a greater; 
dSnbmddnr commofitim gejoen^ Owy am m hmm a gieaSer dein^ 

mad ifew mo^^serw of bmachaafe^to Ihebnwo d hsa ^ 
( jNNh^n , Mik m, dsipier para. Note ^ fdieaie *a gbest amount cf 
Mi^p Oboim^^ Ihat it» ahhoi;^ ihesme of Interdiaiige Is less advantageousliir 
limd# h Ibr the fioor, shiee ihetesw cachangestawh^mom 

iibePdielimii%^gaha mm TO ^ wh^ 

Itse poor country are W» die whoksde bouse md the 

eadi mdcle sol4 but ihimiimie|i to the alteb 
tomover* ' ,5 7 

V,.chspter^n,fTOii« 11 - 
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led ta'dte’lsaxHRtt la^v cf Jaae- a.5, U8416; a bo li sh i n g 
<s«rB. Tlii law was felenved by; odieri^ aadteodeduMs tibe' conafdete 
removal of tariff bameis. ftit tbe idoqumbe-oCClobdm,' of 
and of fixers was necesnry before it vna aece mplfah od.. A reriomri 
Anti-Gom Lei^ue badoo be oiganized, ao less llum ten: Parliamentary 
defeats had to be enduicd, the alh^^ance of PM^:aBd .tbO afqMnval of 
the Dulce of Wrihi^ton had to be secured before they twere removed. 
Att this even mi^t have proved iiitile but fiar the pow haryestef 18434 
This Various omi^aiga did more £»r the traim^ <«£ 4 he Xibecal 
econoDoic schoed a^ for the dissemination of its ideas dian all the 
learned demonstrations of the masters. Fcairteoi years were sdll to 
elapse before Gobden and hfidhd^ Chevalier were aUe to s%n the 
treaty of i860. Even this was due to a porsonal act of Niqxdom III« 
and Cdbden was not for wroi^ when he declared that nine-tenths of 
the Frendi natitm was dpposed to it. >- 

II: MILL’S individualist-socialist PROGRAMME 

Swh were the docUrines tauj^tt by the Cl a s s ic a l school about dbe 
imddle of the nineteenth century. The writers in question, however, 
strongly objected to the term ‘school,’ believing that they themsdves 
were the sole guardians of the sacred truth. And we must admit diat 
dietr doctrines are admirably interwoven, sutd present' an attractive 
appearance. On the (rther hand, it mutt be confoned tiiat the {ooifiects 
v^ch they hold out for anyone not a member of the landowning 
dasB are fitr finm attractive. For the labourer tha?e is {nomise of daily 
toil and bare existence, and at best a wi^ d^ennined by the quantity 
of capital or the numbers c€ &e population — causes which are clearly 
beyo^ the woricors* iiJ.uence, and even beyond the assuaging ii^ u e noe 
of asBodation and oombinatron. And altboq^ tile latter rigfots are 
Igenermiriy claimed feu' the workers, tim occasional antagonism bdweea 
matters and men presi^pes the etenud om^kt between- profits and 
wages. The possettkm of land is a pas^Mirt totiie oijoyment of monor 
pofistic j^vUqges, vridch tiie rij^t free ochange can emfy mo^ 
very.d^htiy. Rent— -tile resultant of ah life’s fovoutafate tihmices!:^ 
reeerved for tiiom vhoneed it leatt, iimncqpdizes a growmg ptepcHtfoii 
of the natiomd revenue. Intervention for the bcaefil-of tbe workeei 
vhether undotakesi by the State or by eonte 'ofoer >bodyj!fo:.pu8hed 
atide as unwmrthy of the dignity <ff: labour tmd. htpnfol to its truft 
Irtoetts. *^Kh for is set up as a prmeqdesff aodid actifo^ 

in ifoin 1 k^ tiial^it wtAdd be 

{niad^ eC '>Bach for. all.’ The ses^ for tiufo vw tiie ^S^^ 
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iatoeeit't^tiie Kbool^ End’ tboe doiBtriimvwre preadied, ;]»it ibr tbti 
^eiu^die^]nel£kdi bi;a ac die dim dr«Kaiot science. XitditwoBider> 
tyttiinra vwib^prqMiwd they would reeognize tkeaesM 

desaoMtrSLtde biithsi And just as it was Mill vdio so powerfiiUy helped 
toOBMcdidate and cooqdete the sdeaoe of ecooomks that Cona rt^nfi 
to Mi Pmafiu as the nfamd, the hidest, most emplete and meet 
eitact catposttion of the doc^sines o£ the dsancal sdbeiid that we haw^^ 
Uanslt^idso whOfinsucoessiveeehtionsofhis bode, tmd in Im other 
iad later wiidngs, pointed out d» new vistas cqsening befme dus 
sdtoee, fited ^e doctrine from many errors to wiiidi it was attached, 
and set its feet tm the paths of liberal Sodtdkm. 

We might say without any suggeMion of bias that MSU’s evolution 
was burgdy influenced by Frendi ideas.* A sii^^ulaiiy interesting 
vtAane mig^ be written m illustratifm of this statement. Vflthout 
referring to the influence of Comte, vduch Mill was never tired of 
recc^inizing, and confining our attention <mly to economics, he has 
himself adtnovdedged his debt to the. Saint-Simonians for die greater 
part d'his doctrines of herechty and unearned increment, to Sismondi 
fer his syn^pathy anth peasant propaetorshqi, and to die socialists at 
lfl|8 for his fiuth m coKjperadve assodadon as a substitute for the 
wageneacus. 

b woi^ hardly be true to say thiu Mill became a convert to 
sodaihm, dthoiq^ he diowed hinudf amdous to defend it agamst 
every undeserved attadc. To those who credit socialism with a tksiie 
to deamy perKmal initiative or to undermine individual liberty he 
tfisdainfiilly points out dnt “a fimtory operative has less perwnal 
uuerest in his work dian a member of a communist association, since 
heiS BO^ Idee him, wwhir^ fer a partnersh^i of which he is bimsdfa 
mea s b e i ' , " and that “the retor ai n ts of communism would be freedom 
iBcainpariMNi with the pr es en t condition of tlw majenrity of the human 
xace.*** Aasd aldu^^ he oppresses die belief that “dmuaumsmwtndd 
even now be {Hactkalde among the eUto c^manidiid,. and may beeome 
to aatoo^ dw rest,** and bopes diat <me day education, faaldt, and 
ddbuewfli waiter tbeeharacter of mankind that <%g^ and weaving 
far one’s country wifl be oonskfered as patriotic as to fig^t for U,* itfQl 
<h«'‘toBs for from bea^ a tadalkt. Free oon^pedtioa^ he though, ww 
malr.ainotoe ■ - necen i ty , and these oould be no ir d etferenoe with dw 
<rf Ae imiivideal. 

Aw wiiiii to, p. safl. ' ' 

.-':^KGBiwiMNasaief':yemrari^t fe|toiire,'todditotoAv%aoa. Anardde 
. id foe l^vpiudai|d'; bem, tnnslated into Fio^ 
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The first bkw ni^ck he deah at the Qasskat school was t^lehal* 
laage its bdiefm the luofvmality arid permmi^^ 
oevar todk up fht extrarc pofiticm of the Maraais and i&toicdt 
Bcfaods, whi<^ hdd that the so^alled natucsd laws were merdy^ 
attaapts at describing the social rektions whidt may odst at cortaia 
periocb in econoimc Idstcny^ but iriiidx diang^ fiieir diaiacter as time 
goes on. He draws a distinction between the laws which obtain in 
the realm a[ production and those that regulate distribution Only 
in the one case can we speak oi ‘natural^ laws; in the otlu^ fiiey are 
artifidai--*created by men — and capable of bebi^chat^ped* riioidd men 
desire it.^ Contrary to the opimon of the Classical scfaod, he tries to 
show that wages, profits, and rent are not de^rmined by immutaUe 
laws against which the will of man can never prevail. 

The door was thm <^n for social rdorm, which was no small 
triumph. Of course it cannot be said of the Classical sdiool, or evm 
of the Optimists, that they were prepared to deny the possibility oc the 
efficacy of every measure oi social r^nrn, Imt it must be admitted 
that they were loath to encours^ anythii^ beyond private effort^ or 
to advocate the abolition of any but the older laws. Braun, ycaking 
at a conference of liberal economists at Mayoioe in 1B69, expressed 
the cptnion that ^^that conference had given roe to mudi ^spbsifion 
because it upheld the principle that human li^islation can nevor 
diange the eternal laws ot nature, \riikh akme r^^ukte every eccmomic 
actioa*’* Similar dedaratiom abound in the French works of 
period. But, ffianks to the distinction drawn by all tbm was. 
changed. Thoe^ die l^idalmr be hdpless to modify the laws of 
production, he is ail-powerfiil in the realm of distribudem, which is the 
real batde-gremnd of economics. 

But, as a msUter of fact, Mill’s distinction is open to C3iticisi% 
esped^y his method c£ stating it; and we fed that he is uiyust ti^ 
himsdf i^en he regards this as his most imporiant and most origind^ 
contribution to econoniic science. Production and distribution <au]iK)t 
be treated as two separate spheres, for the one invariably invedves the 
other* And hlcn himself is ftaeed to abandon his own tb^ he 
advocates d^ cstablisbmcnt of co-operative assodadona or'peatwt 
^M^pcietocshii^ for each of these bdemgs as mudi to the. d om d n of 
produedem m m that of distribudon, Rodbertus, 1^ almo^ die same 

^ ^*Tlte laws coodidoiis of the production of iauctske, of the ch s y i c^ 

of phyncal truthi. There b nothir^; optional or arbitrary in thenou ... It it not so 
vdth die dbtiibation of wedth. ’Pa* t« a tmtter of toin a n Int d ai ii oii Tie 

thhigi <moe ttoe, manktnd, individaaUy or cdkctivdyvoni ikiwidi ^eas sa li% 
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pa^id^gavea mudt Inaer ex]»tssioa toMillV thougbtby engAasbing 
dA i&tiiictiBnf'wiildt aadatt betweai econmiuc and’ legal tu8.^ ' Ev»’ 
thenr Stay mntuaily iaaOlve (me another; stffi «ve kaeiw diat die eoor 
mmiic fanvB arhi<A regiilapte excAange value or detmnine the iaagm» 
Hide of indu^zial enterprise are not (£ die sam^ hind w the nikt ai 
law^iriiich n^^ilate the transfer of pn^perty or lay down Ae lines of 
prooedore for persons bound by agreranent concerning wages, in- 
telest^ or rent Ihe &8t may well be ifesignated natural laws, but the 
latto an die w(a^ of a legidative audunity. 

Stuait Mill, not conKmt with ma?dy opening die door to r e form , 
ddibeiately miters in, and, in striking contrast to the economists of 
the older school, outlines a comprehensive pn^pramme (rf* sexAd pcdicy, 
vdiicdi he fimnulates dius:* “How to unite the greatest imlividual 
liberty (rf* actum, with a common own«»ship in the raw material of the 
globe, and an equal pardc^tiem cd* all in the benefits of combined 
labow.” 

We may summarize his pn^xnals as fidhiws: 

(i) Abedidon of the wage system and dm subadtuti(m of a co- 
opersdfve assodatitm of producers. 

(s) The sexaalizadon of rent by means of a tax on lancL 
(5} Lessening of the inequalities (d' wealth by restricdims im the 
rights of iidmitance. 

• TIbs direefidd measure xif reform possesses dl the desukeata laid 
down by Mill. Moreover, it does not conflict with die individualistic 
priracq^, Imt would scmiewfaat stiei^^thai it. It invedves no persenud 
ooiMtraint, but tei^ to extend the bminds of indhidtud fieedom. 

Let us Iniefly review them projects seriadnL 
(i) hfill thoi^t diat the wages regmm was (torimmiud to mdi- 
vMhB^y because it (feprived man (d all interest in the |»oduct of his 
laboor, widi the resedt diat a vast majority of manldiid is under 

oonditims vHuch socialism could imt poa^dy make much werse. 

It » neoessaiy to refdaoe diis condition of tliii^ by 

of associatHm whjdi, if mankind continue to improve, myik 
Im (bmec^ in die mid fo predohdnate, mid ti ndt that wU^ cqh 
daibt betwtsen a ca|dtalht as idiief and itoriimeoj ple without a vdfeb 
iii^idie maiB^^emeat, but the asiodatkm of the labooret* Aemielvei 
.f«»MtDi«fequa]by» odloodvdy otivniiig Aecaps with whichtdMy: 
catry cm Aeir <q>eratums, and workii^ under managers dec^ ud 
''^fifiidNiild'bydMdsselves.* 

t^41atelsfe<siatSi9da(^mRodbCTtii^ ^ 

•gefrdaldi(|i#^p.(S33 (“-lNwiar“«diiios). . 

amstoppecl, A^oosiiatHitteoMMdMi»i<amhe'Hdfe4oulMAst dwstmas tfdtsd 
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Hiit' noble &iteal;of a co-operative ccMsmiumty^ Vm borrowed; tiOi>fii(nn 
Owen, host from the Frmch sodaHsts. MiU iiad alre^y edk)giae<l 
tie Frendb movetnent, even bisiine ks t^heixmal trh^^|>h 

in 1848. He was not the oniy one to be atHiscted by the idea of af 
co-opemtive coxmnunity, for the Englkh CSnistian Sodali^ drew 
tliek impiiatum fix>m ^ 

Mill lived long enough to witness the decline of c<M3j>erative produce 
don in !Eh^land^ and of the OMperatxve Cohsuiamia’ Union in France, 
bat ndithor frulnre seems to have had azxy influence ixpcm his prcgects*^ 
Whatever die method might be, the object in hbideal was always the 
same, the self-emandpatxon of the workers. 

(a) The rent of land, which Ricardo and his disciplei accepted as a 
natural if not as a necessary phenomenon, appeared to MUl as am 
abnorsiad tact whidi was as d^rimmtal to individuadity as the Wage 
system itsdf. Its peculiar damger was, of course, not qmte the same. 
What rent did was to secure to certain individuads something which 
was not the result of dmr own efforts, whereas indxviduadiRii always 
aimed at securing for every one the fruits of his own labour — situm 
CBSfKs. Cki the imnci{de of giving to each what each produced, every*' 
Amg imt dir^ly {ntxiuced by mam himself was to be restored to the 
community. It is immaterial whether dm extra product b due to du^ 
collaboration of nature, as Smith amd the Phynociats believed, or 
wfaedier it b the residt of the pressure of population, as Rkardo ami 
Maddutt tiiou^t, or the mere t^lssult of chamoe and fovourable dreum^ 
stamce, as Sodor put it. Nodiing could be easier than to levy^a lamd 
tax which would giadually absorb rent, amd which could be periochM 
cally increased aui rents advamced. The idea was a brilliant cme, amd 
KfiU had leaurxml it from hb fiither. It socm becaune the xallyingKnry 

a new schoed of economists dosdy akin to the socMbts. 


kteureri will grtcicially tend to confine itself to the description of worlcpeople whose 
low mocsl t|iialides render them unfit for anythb^ SKire independent, «isd dnu the 
rebdon d mostefi and workpeople will be gradually superM^ by partnerdtip la 
one d two forms: in sow cases, asmeiation d the labourers vn^ die capHaHst; in 
odien^ and periuMpa finafiy in all, assodation of labourcss mnong themadves.^ 
tPdaepibi Bo^ ly, chapter vii, par^ 

*^ln ihb or soam such mode, the edsting accumulatioiit dm^dtal mig^ honcady 
and by^n Idndd^^taneomimcma become in the end the joint property d all who 
pattkpgle in liek produetbe en^loymoit-^ tranaimiiatkm winch, dm eflbcsed; 
would be die nearest approach to ao^ jintice and the most beneficial ordetingef 
sadtiiadai aflaifs ibr die tmbersal good whbh it is posdhle dt pmoEit to 
Boah,XV^diipt^ ^ ^ ^ 

ocHOf^ probaWy u^^gested dtb kka In him. Wt sewabl 

thnes eapmses that mMdfenien’s ppofits exceed those d the u^Eiitdlsl|| 

asd^dak dw woiidi^ cbm woold^l^ more byithe rembyal d dm fonnei^flian^dd^ 
woud dm eadbebbh ddie^bttcr^ ^ 
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nTko m begot of ,diis idea of ccn^icatioxi deierm tbe fulter 

tmliaaeot wb^ wiE be fiHmd io aii^^ 

Meaawl^ imtil die largo^ aikl more revolationiy^ r^rw 
becc»cae$ pm^cable. Mill would wdcome a modest imtdment of 
eorioiici^&m in the shape of p^isant proprktorship. like dm co- 
operative ideals this also was of French eaOraedon. Admiradoa of die 
French peamnt had been a &duonable cult in England ever dnce the 
days of Arthur Yotmgw^ MiU thought that among die principal advatir 
tages ^ peasant pn^etonhip wmild be a lessening of the injustice of 
fen^, bemuse its benefits would be more widely distributed. The 
erf* independence would chedc the deterioration of the wago» 
earner, individual initiative would be encouraged, the intelligence of 
the cultivator devekped, and tiie growth of population checked. 

hfiU inspbed a re^ud fin* the frugal Frepch peasantry in the English 
Radical party. To his influence arc due die various Small Holdings 
Acts whii^ have resulted in die estd:>lishment of small islets of peasant 
tilters axmd dm vast territmies of the English aristocracy. 

(3) Mill was equally shocked at our antiquated mheritance law, 
whkh permits people to possess wealth which they have never helped 
to jnxxluce. To Senior ixiheiitance ranked with the inequahty erf* rent, 
and he {rfaoed both in the same category. To Mill it appeared to be 
not ,mei^ antagomstic to individual liberty, but a source of dai^^ 
to free omqietitkni, because it frfac^ competitors in portions of 
unequal advantage. In this matter Mill was under the influence of 
^ Samt-<Shiioniaiis, and he made no attempt to hide his contempt for 
thcMaocident of birth.* 


^ Bat Yoaag ssmaiaed a ehanqmm of gmid$ ad$ttr*f w)^e Mill wst a ooin|ihle 
convert to peasant prop^torsliqi. But peasant proprietorsbip is i^ppoied siin{rfy as 
a stq> towards asmeiation. 

optniotk e xpr eae d in a former part erf thh treatise respecting small landed 
pfopertief and peasant p ropri c ton mar have made the reaikr amid^te that a wide 
d^Uon of pfopeny in land is the resource <m wbidhl rdy Ibr eaempdng at least die 
agticiillund Idiourers from exclusive dependence on labour for hire. Su^, however, 
10 net my ophdem. I indeed deem that fimn of agricultural eoonoaay to be most 
geoundksafreded domi, and m be gieiuiy preferable m in aggregate efle^ <m humin 
happiness to hired labour in any form in %dadi it exfen at present Bid the aim of 
iaip f mwimtiiKmld be not solely to place himianbdngi in a condition in whidit^ 
wik'hb,ifele m do wi^out one imotto, bid to emd^e them to work wfdt or fid one 
mntlir in ie la fioii s not invcrfi^g depe nd e n c e .” (JVinofefeit, Book IV, chafiter 

MplfWmsidtilie mdy one who looked, to peasant propnetoeship par% to sedve foe 
sodid problem. Not to mentton Sismondi, tdio was very much taken up with die 
ide% wehave^PionUanm Eai^dndsnhfe^ife^^ia^ (1B4S} 1^ I^po** 

lymlterfofteionfoifoejBodleidfittfe (1058) strong^ 

cxoiniomids Ibr the 'moil pan foe pokn of 

view,eipech%Lavetgne in his Bum $w r Sm m m md t 
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lira tight of bbqueat^ he felt, was a vtty diflik^idt pxskicmy the 
fj|^t of free ^^bsai of one’s prtq^erty eyen.afr^ death oc»asdtufiei} 
tmc of the most gk)riout attributes of indi^diled^ir^ It implied a 
survival cn* pmistence of the hijunanwi^ showed amsideral:^ 
h^penoity in extricating himsdf from this difficult positkm. He 
req>ect ihe right of the |irq[^etor to dhpose cf his goods, buf 
Hmit the right of inheritance by makii^ it illegal to inherit mw than 
a certain sum« fZhe testator wcmld sdll ^^y the right cf bequeathing 
his property as he wisb^, but no one who already possemed a^s^rtain 
amount of wealth could inherit it. Of all the solurions of ,thh ^s^lem 
that have been imposed. Mill’s is the most socialise. He {niKa$it 
forward, howevor, not as a definite project, but as a mc^ sy^gestion^t 
Mill might well have been ^ven a place among the PesrimistSi 
eqsadally as he inherits their tendency to see the darh^ side of tbingSt 
Not only did the law of peculation fiU him with terror^ but the law 
of diminishing returns seemed to him the most important propositkm 
in the whole of econcnnic science; and all his worlds abound with 
melancholy reflections upon the futility of progress. There is, few 
instance, the frequently quoted “ It is questionable if all the mechanical 
hivenrions yet made have lightmed the day’s toil df any human being.” * 
In his vision of the future of sod^ he prophesies that the riv^ of 
human life will eventually be lost in the sea cf stagnatkm. 

It is worth while dwelling for a moment on Hus idea of a stMkmai^ 
state. Though the conception is an old one, it is very dbaracteristic of 
Mill’s w(wk, and he feels himself forced to the belief that only by reverting 
to the stationary state can we hope for a solution of the social question. 

Economists, especially Ricardo, had insisted upon the tendency of 
{Utffits to a minimum as a correlative of the law of diminishii^ returns. 
TTiis tcmdency, it was believed, would continue imtil profits had who% 
disappeared and the formatiem of new capital was arrested.* MHl toi^ 

^ “Were I framing a code of laws according to what seems ^ me best, m 
witboiU regard lo existiiig opimons and soxteents, I should prefer to rc^ndet, not 
what as^fone bequeath, hut what anyone should be permitted to nequim 
by heqnesl or inheritance. Each person shotlH have power to dniKne wx^^ 
or her whole property; but not to lavi^ it inenfkhmg some one mdividinil.heytN^ 
a certain snaxinnnn.*’ (JVwc^, look II, chapter ii, para - i > 

It is hardy neeewary to say that this limitation of the xa^t of inherilaixi^ ^ ^ 
pindy pcssonat of and that k is r^c^ idmg w^ hia cdics^iohadoni 

by most Indiyadimlists. It k xk^ quite coirect m say tlnm, m St^ts has mid inrhg 
In^rnkMism, that Stuart Mill is **the very incarnation of the m#ddixdxsdc 4qnd*^” 
He was really a amneudiat jcqxtkal dtsc^ dihe sckxd, imd hkfrequmitrin^^ 
vcryoaa b a a rras d ngl . 

Book II, chapter vi» para* Ot ; - 

is at every thsae and {dace some psrtkxOiw^rale of 
lowest that will induce the peopk ofthat country and 
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tiiM^ 'wfaei« IUcar(iifi» had^l^ it, and arrived at tbe rimdiiBtni 
drit hriaEtry vroiM ‘dim be tnm^t to a atands^ aediq^ diat'die 
toi^akude’irf industry is idependt^ upon 'the amount of availaUe 
Pdpalatitm muM beOMoe staidonary, and ail eccmomic 
too^wmeitt must <«me. Thoi^ alaimed at die ectmcnaic n^;mficanoe 
bf'dds {nbspect, MSI acqtdesoed in its emkai impost. On the aihele 
hedilois that such a state would he a very conrittarabie inqiroiveinent 
on ow paesriit oonitttkm. yrith eeanmnic aetivtty brought to a standx 
s^ the okrait of hcknan life would sunply riiai^ its course and tisn 
to 'dtfaer fe>kh.* The decdy of Mammon-worship and the: thirst fer 
wriAh would simply mean an o|q>6rtunity for pursumg worduer 
(directs. He h<q>ed diat dm arrest (d ecomanic pr o g ress would result 
in a real mond advaime, mad in the ^peasement of hmnan desixet he 
looltod for a stdudPn and for the . disappearance c£ die social 

praiUem. And as for as we can see the reformers of to-day have nmhh^ 
better to ofier us. 


; HI: MILL'S SUCCESSORS 

IdSITs hi^ttenGe was universal, diou^ propoiy ^leaking, he IumI 
noditdides. This was, no dotfet, partly bemuse writers like Toynbee 
who would naturally have become disriples, were already enrcdled in 
the service cd the HttUxical school, 

The dasskal ariiod failed to fidlow bis socialistic Ic^. It sd}! 


Bat toough the nrinuBBin rate of pn6t » thus liable to vary, and though to fptdfy 
ocacdy what it b would at any g^ven tiine be impossible, sudt a minimum aKnyy 
odsts; and wdietber hhe high or low, when once b b readied no further btciease of 
cigdtaleanierdiepfeaenttabeplaofe Theeountryhas then attabwdi^atb known to 
pdbical wxw i mbti uiKier the name of tee Stathmary State.” (IMf., Both XV, 
diMgs- hr, para. 3 .) 

fan ii catea te cawes that oontribute to a fifB bi the rate of profits as wcB as 
the causes that arrest Biat fiifl, sudi as die {vogresi of production and the destniciion 
nfwBi^ by sMUft and csises. 

Itbiay be tinrdi wAilepofaiting out thatthe word psofit as enqdoyed by tbe 
effnrtl>mi i t s.iB(id«spedaaybyMfflLhasnotmesaine nie a Bin g r sabh^withUiwl ?,^^M^ 
tnltos: Flench oonn e mb t s nnce the time of Say bare employed the term ptafit to 

deiiiste die earrings of me sainFMiMr, die cipitalbfs iiKome belag! dedgnated bnsMSt. 

The Bi^di eco nomb ts do not dbteigiddi between die wotfc of the lesipiieiii eml 
dUtt of die en^efift, said Ae tern pram «•««» them both, Ibe icndt b that die 

Illettli Hedoidftie eooaondm eea eay ftac under « teighBe of riieoitttdy Bee oonpod- 

dshyrnm wwdd fiin toaen^ whOe die Boghdi eeoooabts cannot aooe|>t «M r 

ptofea bMtom Ittteraet, wUeh oifislwny* tenudn «t die rewmd of wrilte. 

' ^ riew b aiora g eu e t tai y odayted te-doy. 

* IiiialettertoGttitaved’Bebdial,Moendyptifamfaod, ipeeidngafAi:«aiteCtanite, 

he writes ee fi^ows: “How ridkuloas to think that tfab law of eiviH««AM. >«-W Tir ^ 
ftl'^amdfaidto dettsaiit pragynnl %Vliy sw ndoah teat as ktauimy adenoete'bi 
f w y ciCTi I* oBys H c n i ici i i 'iiiff - 
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l^adied :die old doctrines, but with wanii^ authmty, and mu new 
wcnrk Witt produced which is at afi ccmspambie with the worfcswj^icit 
we have ^dready studied^. We will mendon a few of the later wrkhqii^ 
however^ for, though belonging to the second class, they are in some 
respects exodknt. 

In the first place we have several books written by Cteurnes,^ hotafaiy 
Sam Limling Prmcifdgs qf PoUHcd Ecofum^ Caimes is generally 

rqpuxfed as a disciple of Mill, though as a matter rffact he wastfiotfah^ 
of the Idnd. Gaimes was purely Oassic, sukI^ diared .the Classical 
preference fin: die deductive method, which he thought .the only 
method for pcdidcal economy. His preference fin" that method aome^ 
times resuked ki his abimng it, and he was curioudy mdififefent taall 
sodal iniquities. He accepted not as the basis erf* a idenlifie 

doctrine, but simply sm a safe and practical rule of comiuct.* Ihe old 
wage fund theory has in him a champiem who attonpted to defendit 
against Stuart Mill. It cannot be said that he made any new contribo^ 
dem to the sdence, unless we except his teaching concerning edmped- 
don. He pointed out that compeddon has not die general sc&pt that 
is usuaHy attributed to it. It only obtains between indivkluais |rfaced 
in exaedy similar dbcmnstances. In olher words, it operates within 
small areas, and is inoperadve as between one area and am^er. 
This dieory of non«conq>eting groups l^ps to throw some light upon 
the perastent inequality shown by wages aiKi pre^ts. 

In France the most prominent representative of political economy 
dining the Second Empire was Michd Chevalier, a disdpfe of Saint* 
Sunem. He neverdieless remained Mthfid to the Classical trai&icHi of 


Say and Roa»,^ his predecessors at the Goil^e de France. He wa^ed 
batde with the socialitts of 184;^ made war upon Ftotectfon, and had 
dm good fortune to be victorious in both cases, sharing with Gobdmi 
the hmiour <rf* being a signatory to the fiunous commercial treaty of 
i860. He realized the important place that railways would scum da^ 
occupy in nadonal economy, and the great possibilitfes of an ei^ineer* 
tng like the Suez Canal. He was also alive to the importance of 
cr^t insdmtkns, wl^ were only at the cbmmenxkmmrf: of diek 


usefiil career jiait then.^ Although omnected widi the iibezatkrfMio!, 

^ Oft the qoestkiii of oO^eperation as a method of tocM fdorm, nxid^ 

vtf»hiktte|)ttii^ahemative,mayMverowcdspi^^ r i 

• Siam i8jjo there have oiily been foVr j^ci«ws--J. B, Ssy, 

and sda-^law, M. Tmd Lcroy^B^iiliett. The hiJtoly of did dishii 1 

* porhspSf ymlh dtk? |%|tc 

a goim tfeU of ammemeitt dufing the latter hslf of the itiae|eeiim centtayt^ a 
pmved somewhat of a ^ ^ » tr v 
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lie was noi .uiciKfiei^t to the teadnng of the Samt-*Simoitiaiis tm 
importM BO^ of ihe audioiitf and imedom of the State^ and he imr 
fHCBScd upmi the Govenuuoit the necessity of paying attentioh to 
labour qp&estimis — a matter to whkh Napoleon III was naturatty 
somewhat averse. Ev»y subject winch he handles k givm schobyrly 
mid eloquent treatiiient. 

About the same tunc Ckmrcelle-Seneuil puldished a treatise <m 
pditacal eocmomy whkb was for a long time regarded as a standard 
work. Seneuil was a chan^fmn of pure sctcmce-ror *'plulblogy/’ as 
he called it^ in order to di^bguish it firmn applied science^ to which 
he gave the name ^^ergonomy.” For a time he was regarded as 
a kbid €i pondSy msd the jMiges the Jcurmtl des £conomisks bear evi- 
dcaoe of the chastiseinent i^ch he bestowed upon any of ti^ yotmger 
writers who tried to shake off his audiority« Hiis was the time when 
Maurice iftick was meting out the same treatment to the new Gennan 
sriiool in those bitterly critical articles which appeared in the same 
journal. 

It k to be rq;retted that we carmot credit France with the Pr&u de 
U Sdenei M de ^ Prmdpdes ApplkoH&ns^ which appeared in 

i8fe. CSierbisliez, the author, was a Swiss, and was professor first at 
Geneva and then at Zurich. Cossa, in his Histoire^ speaks of it as 
^^mdoubtedly the best treattae on the subject pfubhshed in France/’ 
and as being ^^posdbly superior even to Stuart Mill’s.” Cberbuliez 
bekmged to the C3assical school. He was opposed to socialism, and 
weme parrphlets d id Bai^iat in suppc»t Liberal doctrines and the 
tfetbictive method. But, like the Ndls befine him, and Wabas, 
Spencer, Lavdeye, Henry George, and many others who came after, 
heafound it hard to reconede piivme property with the imiivkludktk: 
dobtrine, '^To each die product of hk labour.’ He recondles himself 
to dsk poikion merdy beoiiue he thinks that it k possibly a lesser evil 
di*n ccdleodve property 

Slie liberal school had still a few adherent in Germany, althmtg^ 
a serknii rival km$ socm to make its appearance. Prince Smith ^of 
JEkgbdi extraction) irndcrtock the ckfem^ of Free Trade, poindeg out 
"dm absurdity ci regarding it as a social questioii,” and ^’how much 
mose almisd it k tp think that k cm ever be solved od^ by the 

logic cf focti.” lim a dxmtiiiiaiie dian a roRxmer, 

iimugmiued movonent vdiich, potwithitanding the 
jfecf of made magi^fioemt progrett, and to-day inriudes 

thousands of credit societies; thoiq^h up ^ t^fuesent it has not heno* 
^ #ddle nnall stoplt^^, 

dm ardum, and dm peasaui^ {m^^etor^ 
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With Bastiat economic Liberalism, threatened by socialism, sought 
precarious refi^ in Optimism. With Mill the older doctrines found 
new expr^ioh in language scientific in its precision and clas^cal in 
its beauty. 

It really seemed as if political economy had reached its final stage 
and that there could be no further excuse for prolonging our survey. 

But just when Liberalism seemed most triumphant and the principles 
of the «:icnce appeared definitely settled there sprang up a feeling of 
general dissatisfaction. Criticism, which had suffered a temporary 
check after 1848, now reasserted its claims, and with a determination 
not to tolerate any further interruption of its task. 

The reaction showed itself most prominently in Germany, where 
the new Historical school refused to recognize the boundaries of the 
science as laid down by the English and French economists. The 
atmosphere of abstractions and generalizations to which they had con- 
fined it was altogetho: too stifling. It demanded new contact with life 
— ^with the life of the past no less than that of the present. It was weary 
of the empty framework of general terms. It was athirst for fricts and 
the exercise of the powers of observation. With all the ardour of 
youth it was prepared to challenge all the traditional conclusions and 
to reformulate the science from its very base. 

So much for the doctrine. But there was one thing which was 
thought more objectionable than even the Classical doctrine itself, and 
that was the Liberal policy with which the science had foolishly become 
implicated, and which must certainly be removed. 

In addition to such critics as the above there are also the wiitm 
who drew their inspiration from Christianity, and in the name of 
charity, or mcMrality, or of religion itself, uttered their protest 2^;mnst 
optimism and laissiz-^faire. Intervention again, so tentatively proposed 
by Siamondi, makes a bold demand for wider scope in view of the 
pressure of social probirais, and under the name of State Socialism 
becomes a definitely formulated doctrine. 

Socialistn, which Reybaud believed dead after 1848, revived in its 
turn. Marxes KapUal^ published in 1867, is the comffletest and mo^ 
powerful exposition of socialism that we have. It is no longer a pioi^ 
asph^tion, but a new and a scientific doctrine ready to do battle with 
N 381 . 
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the champions of the Classical school^ and to confute them out of 
their own mouths. 

None of these currents is entirely new. Book II has shown us where 
they originated, and their beginnings can be traced to the earlier 
critical writers. 

But we must not forget the striking difference between the ill-fated 
doctrines d the pre-1848 period and the striking success achieved by 
the present school. Despite the sympathy shown for the earlier critics, 
they remained on the whole somewhat isolated figures. Their protests 
were always individualistic — Sismondi’s no less than Saint-Simon’s, 
Fourier’s no less than Owen’s. Proudhon and list never seriously 
shook the public confidence in Liberalism. Now, on the contrary. 
Liberalism finds itself deserted, and sees the attention of public opinion 
turning more and more in the direction of the new school. 

The triumph, of course, was not immediate. Many of the doctrines 
were formulated between 1850 and 1875, but victory was deferred 
until the last quarter of the century. But when it did come it was 
decisive. In Germany history monopolized the functions of economics, 
at least for a time. Intervention has only become universal since 1880. 
Since then, also, collectivism has won over the majority of the workers 
in all industrial countries, and has exercised very considerable influence 
upon politics, while Christian Socialism has discovered a way of com- 
bining all its most fervent adherents, of whatever persuasion, in one 
common foith. 

The advance of this new school meant the decline of the Classical 
doctrine and the waning of Liberalism. Public interest gravitated 
away fi*om the teaching of the founders. But in the absence of a new 
and a de&rdtc creed, what we find is a kind of general dispersion of 
eocmomic thought, accompanied by a feelii^ of doubt as to the validity 
of theory in general and of theoretical political economy in particular. 
The old feeling of security gave place to uncertainty. Instead of the 
comparative unanimity of the early days we have a complete diversity 
of opinions, amid which the science sets out on a new career. 

In Book V we shall find that certain eminent writers have succeeded 
in renewing the scientific tradition of the founders. But every con- 
nexion with practical politics had to be removed and a new body of 
closely knit doctrines had to be created before social thinkers could 
have this new point of view from which to co-operate. 
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CHAPTER I: THE HISTORICAL SCHOOL AND 
THE CONFLICT OF METHODS 

The second half of the nineteenth century is dominated by Historical 
ideas, though their final triumph was not fully established until the 
last quarter of the century. The rise of these ideas, however, belongs 
to a still earlier period, and dates from 1843, when there appeared a 
small volume by Roscher entitled Grumbriss. We shall have to return 
to that date if we wish to understand the ideas of the school and to 
appreciate their criticisms. 

The successors of J. B. Say and Ricardo gave a new fillip to the 
abstract tendency of the science by reducing its tenets to a small 
number of theoretical propositions. The problems of international 
exchange, of the rate of profits, wages, and rent, were treated simply 
as a number of such propositions, expressed with almost mathematical 
precision. Admitting their exactness, we must also recognize that they 
arc far from being adequate, and could not possibly afford an explana- 
tion of the different varieties of economic phenomena or help the 
solution of the many practical problems which the development rf 
industry presents to the statesman. But McCulloch, Senior, Storch, 
Rau, Gamier,^ and Rossi, the immediate successors of Ricardo and 
Say in England and France, repeated the old formuke without makii^ 
any important additions to them. The new system of political economy 
thus consisted of a small number of quite obvious truths, having only 
the remotest connexion with economic life. It is true that Mill is an 
exception. But the Principles dates fix>m 1848, which is subsequent to 
the foundation of the Historical school. With this exception we may 
say, in the words of SchmoUer, that after the days of Adam Smith 
political economy seems to have suffered from an attack of ansemia.^ 
Toynbee gives admirable expression to this belief in his article on 
Ricardo and the Old Political Economy'^ ^*A Ic^cal artifice became the 
accepted picture of the real world. Not that Ricardo himself^ a bene- 
volent and kind-hearted man, could have wished or supposed, had he 
asked himself the question, that the world of his treatise actually was 
the world he lived in; but he unconsciously into the habit of 

^Joseph Gamier, who must not be confused with Germain Gamier, die translator 
61 Smith*! wmrlcii publidied the first edition of his SUnmOs d&emmu in 1845^ 

From 1848 up m hit death In 1881 he was chief editmr of die Jotsao/ d$s Ecoemistim^ 
*G. Schm^ar, LiUnalmgesdikkU ier Stoats^ vnd S$idalwusmschqftm*^(Le^Btii^ 
1888). The expr^on will be found in h» study of Rotdier. 

* A* Toynbe^ The MtnHai Rem M m * 
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r^;arding laws which were those only of that society which he had 
created in his study for purposes of analysis as applicable to the com- 
plex society really existing around him. And the confusion was aggra- 
vated by some of his followers and intensified in ignorant popular 
versions of his doctrines.’* In other words, there was a striking 
divergence between economic theory and concrete economic reality, 
a divergence that was becoming wider every day, as new problems 
arpse and new classes were being formed. But the extent of the gap 
was best realized when an attempt was made to apply the principles 
of the science to coimtries where the economic conditions were entirely 
different fix>m those existing either in England or in France. 

This divergence between theory and reality might conceivably be 
narrowed in one of two ways. A more harmonious and a more compre- 
hensive theory might be formulated, a task which Menger, Jevons, 
and Walras attempted about 1870. A still more radical suggestion 
was to get rid of all abstract theory altogether and to confine the 
science to a simple description of economic phenomena. This was 
the method of procedure that was attempted first, and it is the one 
fidlowed by the Historical school. 

Long before this time certain writers had pointed out the dai^rs 
of a too rigid adherence to abstraction. Sismondi — an essentially 
historical writer — treated political economy as a branch of moral 
science whose se}>aration fix>m the main trunk is only partial, and 
insisted upon studying economic phenomena in connexion with their 
fHOper environment. He criticized the general conclusions of Ricardo 
and pleaded for a closer observation of facts.^ List showed himself a 
still m<»e violent critic, and, not content with the condemnation of 
Ricardian econmnics, he ventured to extend his strictures even to 
Smith. Taking nationality for the basis of his system, he applied the 
comparative method, upon which the Historical school has $0 often 
intisted,* to the commercial policy of the Classical school; but history 
was still employed merely for the purpose of illustration. Finally, 
sodalists, espedally the Saint-Simonians, whose entire system is simply 

^ It is curious that the Historians never refer to Stsmondi as one cf the ptoneers of 
hhaorkai study. Rosdier and Hiklebrand never mention him at all, and Kntes only 
^faks of him as a sodaUst {rf. Du NatimmtShnmdt vm htOmsehen Sutfu^mki^ and ed*, 

* Even list did not escape criticism at dteir hands. Hildebrand thinks that he was 
mfec t ed with the atomic views td Adam &iith and never showed himself sufficiently 
c oascious of the ethical nature of society. scans to think that die enthe sub* 

orffinatiost of private interest to puUk utility is dictated by custom, and even by 
ptivase Inlemt vdsen properly undeistood, but he never rqpuds it as a public duty 
riling out of ffie very nature of today iti^.” (HEdebrand, Dii MaimaUkpmmk dir 
mid p. Note the ethical st aiK ^ fi oin l of die sdiool* 
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one vast philosophy of history, had shown the impossibility of Violating 
economic from political and juridical phenomena, with which they 
arc always intermingled. 

But no author as yet had deliberately sought cither in history or in 
the observation of contemporary facts a means of reconstructing the 
science as a whole. It is jilst here that the originality of the German 
school lies. 

Its work is at once critical and constructive. On the critical side we 
have a profound and suggestive, though not always a jiist, analysis of 
the principles and methods of the older economists, while its con* 
structive efforts gave new scope to the science, extended the range of 
its observations, and added to the complexity of its {unblems. 

Generally speaking, it is not a difficult task to give an exposition of 
the critical ideas of the school, as we find them set forth in several 
books and articles, but it is by no means easy to delineate the concep- 
tions underlying the positive work. Though implicit in all their 
writings, these conceptions are nowhere C 3 q>licitly stated; when- 
ever they have tried to define them it has always been, as their 
disciples willingly admit, in a vague and contradictory fashion.^ To 
add further to the difficulty, each author defines them after his own 
fashion, but claims that his definition represents the ideas of the whole 
school. 

In order to avoid useless repetitions and discussions without niunber 
we shall begin with a rapid survey of the outward development of 
the school, following with a rfaumi of its critical work, attempting, 
finally, to seize hold of its conception of the nature and object of 
political economy. From our point of view the last-named object is 
by far the most interesting. 

I: THE ORIGIN AND DEVELOPMENT OF THE 
HISTORICAL SCHOOL 

The honour of founding the school undoubtedly belongs to Wilhelm 
Roschcr, a Gk^ttingen professor, who published a book entitled Grundriss 
zu VarUsungen Uber die Staatsmrtschqfl nach geschichtlicher Methode in 1843. 
In the preface to that small volume he mentions some of the leading 
ideas which inspired him to undertake the work, which reached 
fruition in the celebrated System der Volkswirtschaft (ist ed., 1854). He 
makes no pretence to anything beyond a study of economic history, 

^ Sec, among others. Max Weber’s articles in SchmoUer’s jfakrbiich for 1903, p. 
and 1905, p. I3a3. The methodological errors of Eoscher, Knies, and I^d^urand 
get ikik diie meed of crttkbm. ^ > 
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“Our aim,” says he, 

* is Hmply to describe what people have wished for and felt in matters 
economic, to describe the aims they have followed and the successes 
they achieved — ^as well as to give the reasons why such aims were 
chosen and such triumphs won. Such research can only be accom* 
plished if we keep in close touch with the other sciences of national 
life, with legal and political history, as well as with the history of 
civilization.^ 

Almost in the same breath he justifies an attack upon the Ricardian 
school. He recognizes that he is far from thinking that his is the only 
or even the quickest way of attaining the truth, but thinks that it will 
lead into pleasant and fruitful quests, which once undertaken will 
never be abandoned. 

What Roscher proposed to do was to try to complete the current 
theory by adding a study of contemporary facts and opinions, and, as 
a matter of fact, in the series of volumes which constitute the System^ 
every instalment of which was received with growing appreciation by 
the German world of letters, Roscher was merely content to punctuate 
his exposition of the Classical doctrines with many an erudite excursus 
in the domain of economic facts and ideas.* 

Roscher referred to his experiment as an attempt to apply the 
historical method which Savigny had been instrumental in intro- 
ducing with such firuitfiil results into the study of jurisprudence.* 
But, as Karl Monger* has well pointed out, the similarity is only super- 
ficial. Savigny employed history in the hope of obtaining some light 
upon the oi^;anic nature and the spontaneous origin of existing institu* 
tions. His avowed object was to prove their legitimacy despite the 
radical pr^ensions of the Rationalist reformers of the eighteenth 
century* Roscher had no such aim in view* He was himself a Liberal, 
and fully shared in their reforming zeal* History with him served 
merely to illustrate theory, to supply rules for the guidance of the 
statennan or to foster the growth of what he called the political sense* 
Sdimoller thinks that Roscher’s work might justly be rq;arded as 
an attempt to connect the teaching of political economy with the 
^Cameralist* tradition of seventeenth- and eighteenth-century Ger- 
many.* These Cameralists were engaged in teaching the principles 

^ CnmdnsSf ptdwot, 

* Knies It of the same opmion* He remaikt that Rotcher*! work simply meant “a 

o o omletion of historiography n^ber dian a correcdon of political economy.** (DU 
NtmmMommk vm gtsMMiekm Skmdpu^t p. 35.) * GrwiMss, prehu%, pp* iv^v. 

* VHknuckimgm Sber dU Mgthodi dtf SomlwisMtis^^iften und dtr PoUHsdm Odmmmk 
mdamdm* (L^mg, 1883.) 

*SdmM^ert kc* dL For fitrther infonaation emteeming the Cameralte tee 
Gmdkkkk dm Mdkmd0mmm, by M. OndcHi. hfoiger and Schmdkm ako comtect 
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of administration and finance to students who were to spend their lives 
in administrative work of one kind or another, and they naturally 
took good care to keep as near actual facts as possible. Even in England 
and France political economy soon got involved in certain practical 
problems concerning taxation and commercial legislation. But in a 
country like Germany, which was industrially much more backward 
than either England or France, these problems wore a very different 
aspect, and some correction of the Classical doctrines was absolutely 
necessary if they were to bear any relation to the realities of economic 
Ufc. Roscher’s innovation was the outcome of a pedagc^c rather than 
of a purely scientific demand, and he was instrumental in reviving a 
university tradition rather than in creating a new scientific movement. 

In 1848 another German pre^essor, Bruno Hildebrand, put forward 
a much more ambitious programme, and his Die NatunudBkmomie der 
Gegenwart und Z^ikmft shows a much more fundamental opposition to 
the Classical school. History, he thought, would not merely vitalize 
and perfect the science, but might even help to recreate it altogethor. 
Hildebrand points to the success of the method when applied to the 
science of language. Henceforth economics was to become the science 
of national development.^ 

In the prospectus of the Jakrbiicher Jit Nationaldkomnne und SUUutik, 
founded by him in 1863, Hildebrand goes a step farther. He challenges 
the teaching of the Classical economists, especially on the question €d 
national economic laws, and he even blames Roscher because he had 
ventured to recognize their existence.* He did not seem to realize 
that a denial of that kind involved the undoing all economic science 
and the complete overthrow of those “laws of development*^ which 
he believed were henceforth to be the basis of the science. 

Roscher with Heeren, Gervinus, and the other historians of Gdttingen who during die 
first quarter of the nineteenth centuiy tried to found a science d politics \xpon a 
genera! study of history. Roscher had studied history under them, a^ his aim is in 
every reepect similar to thesn. 

' In die introduction, p, v, he declares that the object of his work is ‘‘to open a 
way for an esscmdally historical standpoint in political economy and to transform die 
science of political econcany into a body of doctrines deali^ with the eooiKnnic 
development of nations.** 

* Even Roscher had vratured to say that they partook of a mathenu^iGal nature. 
This u how he eiqHresses his views as against thw d Hikiebrand on the real aim of 
political economy in the Jdatbikher JUr NaHtmlSkmmtk und Stadstk^ Vol. I, p. 145: 
“Economic science need not attempt to find the unchangeable, identical laws an^ 
the multifdijrity of economic phenomoia. Its task is to show how humanity has pro» 
grossed despite all the transformati(»is d econcanic life, and how dus eccmomic lifo 
has ccmtrilmted to the perfoction d mankind. Its ta^ is to fotfow the ecenomic 
evidutkm of natfons as as of humanity as a whole, mid to discovert bases d 

the present economic dvilfoation as well as d* the probiesns that now awah sohdioiL** 
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But IBldelnand’s absolutism had no more influence than Roscher^s 
eclecticism, unless we make an exception of his generalization concem«< 
ing the three phases of economic development, which he differentiates 
as follows: the period of natural economy, that of money economy, and 
finally that of credit. Beyond that he merely contented hnmelf with 
publishing a number of fragmentary studies on special questions of 
statistics or history, without, for the most part, making any attempt to 
modify the Classical theory of production and distribution. 

The critical study of 1848 hinted at a sequel which was to embody 
the principles of the new method. But the sequel never appeared, and 
the difficult task of carrying the subject farther was entrusted to Karl 
Knies, another professor, who in 1853 published a bulky treatise 
bearing the title of Political Economy from the Historical Point of ViewA 
But there is as much divergence between his views and those of his 
predecessors as there is between Roscher^s and Hildebrand^s. He not 
cmly questions the existence of natural laws, but even doubts whether 
there are any laws of development at all — a point Hildebrand never 
had any doubts about — ^and thinks that all we can say is that there are 
c^tain analogies presented by the development of different countries. 
Knies cannot share in the belief of either Hildebrand or Roscher, new 
does he hold with the Classical school. He thinks that political 
economy is simply a history of ideas concerning the economic develop- 
ment of a nation at different periods of its growth. 

Knses’s work passed almost unnoticed, ignored by historians and 
ecemomists alike, until the younger Historical school called attention 
to Ins book, of which a new edition appeared in 1883. Knies makes 
frequent complaints of Roscher’s n^ect to consider his ideas. 

Such honoic professions naturally lead m to expect that Knies would 
spare no effort to show the superiority of the new method. But his 
subsequent works dealing with money and credit, upon which his real 
reputation rests, bear scarcely a trace of the Historical spirit. 

The three founders of the science devoted a great deal of time to a 
oridetsm of the Classical mediod, but failed to agree as to the aim and 
scope of the science and left to others the task of applying thrir 
principles. 

Hus tad^ was attempted by the newer Historical school, which 
sprang up around Schmoller towards the eikl of 1870. This new school 
possesses two distinctive characteristics. 

(1) The useless controvmy concemii^ ecoimmic laws which 

tlUe exact dtk of die fim edition %vas DU PolUUcfu O^mmU omi Stem^ueiOe fer 
g c nh k Mu km MeAede. A seoHid edidofi appeaxod in 1883 with a th^dy dtBmnt 
dd^ OtHtpiMdomiiie taken from dbeseo^ 
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Hildebrand and Knies had raised is abandoned. The members of the 
school are careful not to deny the existence of natural social laws or 
uniformities, and they considered that the search for these was Ae 
chief object of Ac science. In reality Aey are economic determinists. 
**Wc know now,” says Schmoller,^ ‘‘that physical causation is some*^ 
thing oAer Aan mechanical, but it bears the same stamp of necessity.” 
What Aey do deny is that Aese laws are discoverable by Classical 
methocb, and on this point they agree wiA every criticism made by 
their predecessors. 

As to Ac possibUity of formulating ‘Ac laws o( development’ upon 
which Hildebrand laid such stress, Aey professed thmiselves very 
sceptical. ‘‘ We have no knowledge of Ae laws of history, althoi^h we 
sometimes speak of economic and statistical laws,”* writes SchmoUer. 
” We cannot,” he regretfully says later, “ even say whether Ae economic 
life of humanity possesses any element of unity or shows any traces of 
uniform development, or whether it is making for pn^ess at all.”® 
This very characteristic passage from SchmoUer was written in 1904,^ 
and forms Ae conclusion of Ac great synActic treatise. AU attempts 
at a philosophy of history arc treated wiA Ac same disdain.® 

(2) The newer Historical school, not content merely wiA advo- 
cating Ae use of Ae Historical method, hastened to put AecMry into 
practice. Since about i860 German economists have shown a disposi- 
tion to turn away from economic Acory and to devote Aeir entire 
energy to practical problems, sociolc^cal stuAes, and historical or 
realistic research. The number of economic monographs has increased 
enormously. The institutions of the MidAe Ages and of antiqmty, 

^ Sdimoller, Gnmdriss der VtdkswkisckqftsUhre, Vol. I, p. 107 (1904). 

• Ihid^ Vol. I, p. 108. * lHd,y Vol. II, p. 653. 

® All historians, however, are not equally sceptical. A^ey in his preface to 
Economk Mistoiy md Theory writes as follows: **Just as the history of society, in spite of 
apparent retrogressions, reveab an orderly development, so Acre has been an <»tlerly 
development in the history of what men have Aought, and Aeref<»e in what Aey 
have thought concerning Ae economic aide of life.** And Ingram, in his History of 
Political Econoiry, points out that *'Ab we have more Aan once indicated, an essendsi 
part of Ae i<ka of life is that of development<~<in o Aer words, of ordored change. 
And that suA a development takes place in Ae constitution and workiz^ dT society 
in all its elements is a fact whiA cannot be doubted. . . . That Aere exist between 
the several social elements su A relations as make the change of one element involve 
or determine Ae change of anoAer is equally plain; and why Ae name of natinal 
laws should be denied to suA constant relations of co-existeitce and successkm it n 
not easy to see. These laws being universal admit of the constructimi of an abstract 
theory of ecoooqaic development.** (P. 205.) 

® SdunoUor Ajofai Aat Ae science in Ae present stage of dbvelopment, while It 
cannot be prevented horn attempting a philoso^y of history, is muA better enqdoyed 
in bttildtng up simple sd^tific hypoAeses wiA a view to gau^^ Ae future couiiei 
of devrib|mient Aan in getting hold of ^absolute truAs.* 
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the econ€»nic doctrines of the ancients, statistics, the economic organiza-* 
tion of the present day, these are some of the topics discussed. Political 
economy is lost in the maze of realistic studies, whether of the present 
day or of the past. 

Although the Historical school has done an enormous amount of 
vmk we must not forget that historical monographs were printed 
hdm their time, and that certain socialistic treatises, such as Marx’s 
K^ipHalf are really att^npts at historical synthesis. The special merit 
of the school consists in the impulse it gave to systematic study of this 
description. The result has been a renewed interest in history and in 
the development of economic institutions. We cannot attempt an 
account of all these works and their varied contents. We must remain 
satisfied if we can catch tiic ^irit of the movement. The names of 
Schmoller, &entano, Held, BOcher, and Sombait arc known to every 
student of economic history. Marshall, the greatest of modem theorists, 
has on more than one occasion paid them a glowing tribute.^ 

The movement soon left Germany, and it was speedily realized that 
conditions abroad were equally ftivourable for its work. 

By the end of 1870 pMnacticai Liberalism had spent its force. But 
new problems were coming to the fix>nt, especially the labour question, 
which demanded immediate attention.* Classical economists had no 
solution to oflfer, ami the new study of economic institutions, of social 
oiganization, and of the life of the masses seemed to be the only hope- 
ful method gaining light upon the question. Comparison with the 
past was expected to lead to a better understanding of the present. 
The Historical method seemed to social reformers to be the one in- 
strument of progress, and a strong desire for some practical result 
fostered belirf in it. When we remember the prestige which German 
seknee has enjoyed since 1871, and the success of the Germans in com- 
Iniiing his^Rical research with the advocacy of State Socialism, we can 
uncferstmid the entiiusiasm with which the method was greeted abroad. 

Even in England, the stronghold of Ricardian economics, the 
h^uence of tiie school l^ecomes quite plain after 1870. 

Here, as elsewhere, a controversy as to the method employed mani- 
fissts itself. Caimes in his work. The Character and Logical Method oj 

^ lU inftueiice has been noted by Toynbee in hh aititie cm 
Beemaisr, **Ii wst the labour questiofi, unu^ved by that removal of reitrictioai which 
wak^ deductive political economy had to o&r, that revived the method of observa^ 
tioh. IMitkideamomy was transformed by the Ebewhere he a^: 

**The flittoiical metiiod is okim deemed ooRservative, because it traces the gradual 
and stately growth of our venerable imtitutions; but it may eserdae a precisely 
ofpoihe Intoefloe by showsng the gross iojustice whidi was blindly perpetmted 
dsuing diis gmwtli**’ 
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Political Econangf (1875^), writing quite in the spirit of the old CSEsrical 
authors^ strongly advocates the employment oS tiie deductive method. 
In 1879 Cliffe Leslie, in his Essays on Political and Moral Philompi^^ 
enters the lists against Gaimes and makes use of the new weapons to 
drive home his at^uments. The use of induction rather than deduc- 
tion, the constant necessity for keeping economics in living touch with 
othef social sciofices, the relative character of economic laws, and the 
employment of history as a means of interpreting economic phenomena, 
arc among the arguments adopted and developed by Leslie. Toynbee, 
in his Lectures on the Industrial Rcvolutiony gave utterance to similar views, 
but showed much greater moderation. While recognizing the claims 
of deduction, he thought that history and observation would give new 
life and lend a practical interest to economics. The remoteness and 
unreality of the Ricardian school constituted its greatest weakness, and 
social reform would in his opinion greatly benefit by the introduction of 
new methods. Toynbee would undoubtedly have exercised tremendous 
influence; but his life, hill of the brightest hopes, was cut short at thirty. 

The lead had been given; the study of economic institutions and 
classes was henceforth to occupy a permanent position in English 
economic writings, and the remarkable works which have since been 
published, such as Cunningham’s Growth of English Industry and Com- 
merce^ Ashley’s Economic History the Webbs’ Trade Unionism and 
Industrial Democraryy Booth’s Life and Labour of the People^ bear witness 
to the profound influence exerted by the new ideas. 

In France the success of the movement has not been quite so pro- 
nounced, althoii^h the need for it was as keenly felt there. Although 
it did not result in the founding of a French school of economic 
historians, the new current of ideas has influenced French economic 
thought in a thousand ways. In 1878 political economy became a 
recc^pnized subject in the various curricula of the Faculty de Drmt. 
The intimate connexion between economic study and the study rf 
law has given an entirely new significance to political economy, and 
the science has been entirely transformed by the infusion of the his- 
torical spirit. At the same time professional historians have become 
more and mme interested in problems of economic history, thus 
bringing a ^irit of healthy rivalry into the study of ecmiomic institu-*^ 
tions. Sev^al Liberal economists also, without breaking with the 
Classical tradition, have devoted their energies to the close observation 

contemporary fects or to historical research..* 

^ The felt editkm appealed In 1857. 

* We would i^pedally mention Leva»eur*s excellent work Huteire its Clmm ouorUm 
m Frame (fete aefition, 1867). ^ 
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Finally, we have a new group of workers in the sociologists. Sociology 
is interested in the <Eigin and growth of social institutions of all kinds 
and in the influence which they have exerted upon one another. After 
studying institutions of a religious, legal, political, or social character it 
is only natural that they should ask diat the study of economic institu* 
dons should be carried on in the same spirit and with the help of the 
same method. This object has been enthusiasdcally pursued for soim 
dme. The mechanism and the organizadon of the economic system at 
different periods have been closely examined by the aid of observadon 
and history. Abstraction has been laid aside and a preference shown for 
minute observadon, and for induction rather than deduction.^ 


II: THE C3RITICAL IDEAS OF THE HISTORICAL SCHOOL 

Among so many writers whose works cover such a long period of 
dme we can hardly expect to find absolute unanimity, and we have 
already had occasion to note some of the more important divergencies 
between them, especially those separating the newer from the older 
writers of the Historical school. We cannot here enter into a full 
discussion of ail these various shades of opinion, and we must be con- 
tent to mention the more important features upon which they are 
almost entirely at one, noticing some of the prinicipal individual 
docUrines by the way. 

The German Historical school made its debut with a criticism of 
Classical economics, and we cannot bettor begin than with a study of 
its critical ideas.* 

< Although these ideas had already found expression in the writings 
of Knies, Hildebrand, and Roscher, there was nothing like the 

^More e^>edally we must mention the group of workers associated with M. 
Durlheim and the Amk ioeudogiqm. But it would be a great mistake to confuse the 
two methods, the Historical and the Sodological. See Simiand, Mi^wde Mstoriqm 
Scmu in the Revue de SjmdUse kisionque, 1903. See also La Mithode posi^ en 

Seienet kmumique (Paris, 1912), whkh contains a stu^ of the methodological problems 
presented by polidcal economy. 

* There is one aiqiect of the cntical work of the German school with whkh we have 
not dealt in this book — namely, the critidnn of hmsei-faiee. Some of the membets — 
e.g^ Hihkbrand— have intisted on the ethkal criterUMi, but none td them share in the 
op^itism of elliier Smith or Bastsat The emphasis laid upon relativity ncukk this 
qotk impotiible. But all die more eminent writers have remained Imthfiil to the 
libend teaching of the founders. See Hildebrand*! confession offaith at the begumtng 
of Vd. I of the Jedvhddm fle NaRanalSkemmie, 1663, Vot. I, p. 3. And although some 
of them— B^entano and SdunoBer— aeem to be connected with the new current of 
ideas diat gave rise to State Sodalism, the association was quite acck^tal. They 
never considered it an otgank part of their teaching, and they made no very original 
coMfoutidnlo that part of the study. Thek connexion with econoima must always 
dq»d upon die l^t whidi they have dirown i^on the qtieitfoii of method. 
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discussion which was provoked by them when the newer Histcmcal 
school, at a much later period, again brought them to public notice. The 
publication of Karl Monger’s work Untersuchmgm Uber die Methode der 
Sodahmssenschafimy in 1883 — a classic both in style and matter — ^ushered 
in a new era of active polemics. This remarkable work, in which the 
author imdertakes the'defence of pme political economy against the 
attacks of the German Historical school, was received with some amount 
of ill-feeling by the members of that school,^ and it caused a general 
searching of hearts during the next few years. We must try to bring 
out the essential elements in the discussion, and contrast the arguments 
advanced by the Historians with the replies offerwi by their critics. 

Broadly speaking, three charges are levelled at the Classical writers, 
(i) It is pointed out that their belief in the imiversality of their doc- 
trines is not easily justified, (ii) Their psychology is said to be too 
crude, based as it is simply upon egoism, (iii) Their use, or rather 
abuse, of the deductive method is said to be wholly unjustifiable. We 
will review these charges seriatim. 

The Historians held that the greatest sin committed by Smith and 
his followers was the inordinate stress which they laid upon the uni- 
versality of their doctrines. Hildebrand applies the term ‘ universalism’ 
to this feature of their teaching, while Knies refers to it as ‘absolutism’ 
or ‘perpetualism.’ The belief of the Anglo-French school, according 
to their version of it, was that the economic laws which they had 
formulated were operative everywhere and at all times, and that the 
system of political economy foimded upon them was universal in its 
application. The Historians, on the other hand, maintained that 
these laws, so far from being categorically imperative, should be 
regarded always as being subject to change in both theory and practice. 

First with regard to practice. A uniform code of economic legisla- 
tion cannot be indifferently applied to all countries at all epochs of 
their history. An attempt must be made to adapt it to the varied 
conditions of time and place. The statesman’s art consists in adapting 
principles to meet new demands and in inventing solutions for new 
problems. But, as Mcnger points out, this obvious principle, which 
was by no means a new one, would have met with the approval 
of Smith and Say, and even of Ricardo himself;* although they 

^ Qf. ScbmoUer'i mccount of Menger’s work published in the JeMudi in 1884. The 
article appears also in die volume entitled LiUentiurgisMkk der SUu^ wed 
^z ud wwm sefud^ (t888). 

* Menger, kc* at., pp. 130 et MarshaU’s iromed remark is very ^ipotiae 
here: **Oemiaii economists have done good' service by insistixm^ on this efass of con- 
iideradon, but they seem to be mistaken in supposing it was overlooked hy the 
older Bcifjhh economkts.’^ Bodr I, chapter vi, note.) 
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occasionally forgot it, perhaps, especially when judging the institutions 
of piast or when advocating the universal adoption of UasseZ'J^e, 
Tlie second idea, namely, that economic theory and economic laws 
have only a relative value, is treated with even greater emphasis, and 
this was another point on vdiich the older economists had gone wrong. 
Economic laws, unlike the laws of physics and chemistry, with which 
the Classical writers were never tired of comparing them, have neither 
the universality nor the inevitability of the latter. Knies has laid 
special stress on this point. 

The conditions of economic life determine the form and character 
of economic theory. Both the process of argument employed and 
the results arrived at are products of historic development. The 
arguments are based upon the &cts of concrete economic life and 
the results bear all the marks of historical solutions. The generaliza* 
tions of economics are simply historical explanations and progressive 
manifestations of truth. Each step is a generalization of the truth 
as it is known at that particular stage of development. No single 
formula and no collection of such formulae can ever claim to be final.^ 

This pauagraph, though somewhat obscure and diffuse, as is often 
the case with Knies, expresses a sound idea which other economists 
have stated somewhat differently, by saying that economic laws arc 
at once provisional and conditional. They arc provisional in the sense 
that the pregress of history continually gives rise to new facts of which 
existing theories do not take sufficient account. Hence the economist 
finds himself obliged to modify the formulsc with which he has hitherto 
been quite content. They are conditional in the sense that economic 
laws are only true so long as other circumstances do not hinder their 
action. The slightest change in the conditions as ordinarily given 
might cancel the usual result. Those economists who thought of their 
theory as a kind of final revelation, or conside!red that their predictions 
wore absolutely certain, needed reminding of this. 

But Knies is hopelessly wrong in thinking that this relativity is 
enough to separate the laws of economics from the laws of other 
sda:ices. Professor Marshall justly remarks that chemical and physical 
laws likewise undergo transformation whenever new facts render the 
old formuke inadequate. All these laws are provisional. They are 
also hypothetical in the seme that they are true only in the absence of 

^ Knict, he* eit., pp. 24-25. Ashley gives an unmistakable expression to the same 
ophnon In his Hishiy* ^Tolitkal economy is not a body of absolutely true doctrines, 
revealed to the wmid at the end of the last and die beginning of the present century, 
but « nundbor of meant oat less valuable dkeories and geners^ations. . . . hfodern 
ec o no mi c dieories, therefore, are not univoEsally true; they are true neither for the 
pas^ when die conditions they postulate did not exist, noi^ for the future, when, 
mdesisockty becomes statfonary, the oon^tknisifidH have dianged.** fPrelaoe.) 
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any disturbing cause. Scientists no longer consider these laws as 
inherent in matter. They are the product of man’s thought and they 
advance with the development of his intelligence.^ They are nothing 
more or less than formulae which conveniently express the relation of 
dependence that exists between different phenomena; and between 
these various laws as they are framed by the human mind there is no 
difference except a greater or lesser degree of proof which supports 
them. 

What gives to the laws of physics or chemistry that larger amoimt 
of fixity and that greater degree of certadnty which renders them 
altogether superior to economic law as at present formulated is a 
greater uniformity in the conditions that give rise to them, and the 
fact that their action is often measurable in accordance with mathe- 
matical principles.* 

Not only has Knies exaggerated the importance of his doctrine of 
relativity,* but the imputation that his predecessors had failed to 
realize the need for it was hardly deserved. We shall have to rder to 
this matter again. Mill’s Principles was already published, and even 
in the LogU^ which appeared for the first time in 1843, several 
editions of which had been issued before 1853, the year when Knies 
writes, we meet with the following sentence:* 

The motive that suggests the separation of this portion of the 
social phenomenon from the rest ... is that they do mainly depend 
at least in the first resort on one class of circumstances only; and 
that even when other circumstances interfere, the ascertainment of 
the effect due to the one class of circumstances alone is a si^ciently 
intricate and difficult business to make it expedient to perform it 
once for all and then allow for the effect of the modifying circum- 
stances. 

Consequently sociology, of which political economy is simply a branch, 
is a science of tendencies and not of positive conclusions. No better 
expression of the principle of relativity could ever be given. 

Notwithstanding all this, modem economists have come to the con- 
clusion that the criticisms of the Hbtorical school are sufficiently well 
founded to justify them in demanding greater precision so as to avoid 

^ See Karl Peanon, The Cremmar of Scitmt, 

* Maiti&all, PrmcipUs^ 4th ed.. Book I, chapter vi, para. 6. 

What we say ttJboat the mathematical method does not imply any criticism of the 
Mathematical method in political economy. To estaUbh matiiematicai relations 
between economic phenomena, as Walras and his school did, and to deduce economic 
conduikm from general mathematical tiieories are two diiSerent things. 

* Knkt employs the di ffer e nce s there set up in order to deny tiiat ectmomic laws 
have evoi the character of national laws. The new Hinorical school does not gh 
<tuste so far, as wt shall see {nesentiy. 

* OhigHcr iv, *^Qf tise Lo^ of die Moral Scie no cs.** 
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those mistakes in the future. Dr Marshall, for one, adopts Mill’s 
esqnession, and defines an ec<momic law as “a statement of economic 
tendencies.”^ 

Even the founders of pure political economy, although their method 
is obvioiu^y very different frohi that of the Historians, have taken 
similar precautions. They expressly declare that the conclusions cf 
the science are based upon a certain number of preliminary hypotheses 
deliberately chosen, and that the said conclusions are only pro- 
visionally true. “Pure economics,” says Walras, ‘‘has to borrow its 
notion of exchange, of demand and supply, of capital and revenue, 
from actual life, and out tho^ conceptions it has to build the ideal 
or abstract type upon which the economist exercises his reasoning 
powers.”* Pure economics studies the effects of competition, not 
under the imperfect conditions of an actual market, but as it would 
opeiRte in a hypothetical market where each individual, knowing his 
own interests, would be able to pursue them quite freely, and in full 
publicity. The conception of a limited area within which competition 
is fully operative enables tis to study as through a magnifying-glass 
the results of a hypothesis that really very seldom operates in the 
economic life of to-day. 

We may dispute the advantages of such a method, but we cannot 
say that the economists ever wished to deny the relativity of a con- 
clusion arrived at in this fashion. 

While willing to admit that the Historians have managed to put 
this characteristic in a clear light just when some economists were in 
danger of forgetting it, and that it is a universally accepted doctrine 
to-day, we cannot accept Knies’s contention that it affords a sufficient 
basis for the distinction between natural and economic laws. And such 
is the opinion of a large number, if not of the majority, of economists.* 

The second charge is levelled against the narrowness and insuffi- 
ciency of the psychedt^. Adam Smith treated man as a being solely 
dominated by considerations of self-interest and completely absorbed 
in the pursuit of gain. But, as the Historians justly point out, personal 
interest is &r from being the sole motive; even in the economic world. 
The motives here, as elsewhere, arc extremely varied: vanity, the 
desire for glory, pleasure afforded by the work itself, the sense of duty, 
jaty, benevolence, love of kin, or simply custom.* To say that man is 
alVmys and irremediably actuated by purely selfish motives, says 
Kides, is to deny the existence any better motive or to regard man 

*Soiiieaiidion would not admit (CnmUt^mg, 

Frendi tmaiibitkm, Vcl I, p. 355. *Sdiiiioikr«qf>eda% 
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as a being having a number of centres of psychical activity, each 
operating independently of the other.^ 

We cannot deny that the Classical writers believal that 'personal 
interest* — not in the sense of egoism, which is the name given it- by 
Knies, and which somewhat distorts their view — ^held the key to the 
significance and origin of economic life. But the claims of the His- 
torians are again immoderate. Being themselves diiefly concerned 
with concrete reality in all its complodty of being, and with all its 
distinctive and special features rather than its general import, they 
forgot that the primary aim of political economy is to study economic 
phenomena m masse. The Classical economists studied the crowd, not 
the individual. If we neglect the differences that occasionally arise 
in special cases, and allow for the personal equation, do we not find 
that the most constant motive to action is just this personal desire for 
well-being and profit? This is the opinion of Wagner, who on this 
question of method is not quite in agreement with other members of 
the school. In his Suggestive study of the different motives that in- 
fluence economic conduct he definitely states that the only motive 
that is really constant and permanent in its action is this self-interest. 
“This consideration,** he says, “does something to explain and to 
justify the conduct of th<5sc writers who took this as the starting-point 
of their study of economics.’** 

But having admitted this, we must also recognize, not that they 
denied the changes occasionally undergone by self-interest under the 
pressure of other motives, as Knies suggests, but that they have 
neglected to take sufficient account of such modifications. Sinnetimes 
it really seems as if they would “transform political economy into a 
mere natural history of egoism,” as Hildebrand says. 

We can only repeat the remark which we have already made, 
namely, that when this criticism was offered it was scarcely justified. 
Stuart Mill had drawn attention to this point in his ten years 
previously.* “An English political economist, like his coimtrymen in 
general, has seldom learned that it is possible that men in conducting 
the business of selling their goods over the counter should care mpre 
about their ease or their vanity than about their pecuniary gain.*^ 
For his own part he ventures to say that “there is perhaps no action 
of a man’s life in which he is neither under the immediate nor under 
the remote influence of any impulse but the mere desire of wealth.”* 
It ib evident that Mill ffid not think that self-interest was the one 

^ Knies, ep. eit., p. 23. 

* A. Wagner, para. 67; French translafion, Vol. I, p. t49- 

* ^ Vol. II, p. 50a. * Vol. II, p. 497. 
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unchangeable and universal human motive. Much less ‘egoism,’ fmr, 
as we have seen in the previous diapter, his ‘egoism’ includes a 
considerable admixture of altiruism. 

But here again the strictures of the Historians, though somewhat 
exa^erated, have forced economists of other schoob to be more 
precise in their statements. The econombts of to-day, as Marshall 
remarks, are concerned “with man as he is; not with an abstract or 
‘economic’ man, but a man of flesh and blood.”^ And if the econombt, 
as Marshall points out, pays special attention to the desire for gain 
among the other motives which influence human beings, thb b not 
because he b anxious to reduce the science to a mere ‘natural hbtory 
of egoism,’ but because in thb world of ours money b the one con- 
venient means of measuring human motive on a large scale.^ Even 
the Hedonists, \^dlose economics rest upon a calculus of pleasure and 
pain, are careful to note that their hypothesb b just a useful simplifica- 
tion of concrete reality, and that such simplification b absolutely 
necessary in order to carry the analysb of economic phenomena as far 
as possible. It b an abstraction — ^imposed by necessity, which b its 
sole justification, but an abstraction nevertheless. 

It b just here that the final reproach comes in, namely, the charge 
of abusing the employment of abstraction and deduction, and greater 
stress b laid upon thb count than upK>n either of the other two. 

Instead of deduction the new school would substitute induction 
based upon observation. 

Hieir oriticbm the deductive method b closely connected with 
their attack upon the psycholc^ of the older school. The Classical 
econombts thought, so the Hbtorians tell us, that all economic laws 
could be deduced by a simple process of reasoning fixun one ftmda- 
mimtal principle. If we conrider the multiplicity of motives actually 
opORtive in the economic world, the insufl&ciency of thb doctrine 
beemnes immediately appainent. The result b not a faithful picture, 
but a caricature of reality. Only by patient observation and careful 
induction can we hope to build up an economic theory that shall take 
fiill account of the complexity of economic phenomena. “There b a 
new future before political economy,’* writes Schmoller in 1883, in 
rq^y to a letter of Monger, 

thanks to the use that will be made of the hbtorical matter, both 
descriptive and statistical, that b slowly accumulating. It will not 
come by further dbtillatimi of the abstract propositions of the old 
dogmatism that have already been dbtilled a hundred times.* 

^ Bock I, dispter v, para. 9. 

* Bo^ I, chiller v, para. 7. 


* p. 279. 
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The younger school especially has insisted on this; and has 

ventured to say that in the opinion of the newer Historical school 

the art of al^tract thinking, even when distinguished by profundity 
and originality of the highest order, and when based upon a founda* 
tion of wide experience — in a word, the exercise of that gift which 
has in other sciences resulted in winning the highest honour for the 
thinkers — seems to be of quite secondary importance, if not abso- 
lutely worthless, as compared with some elaborate compilation or 
other.i 

But the criticism of the Historical school confuses two things, namely, 
the particular use which the Classical writers have made of the abstract 
deductive method, and the method itself. 

No one will deny that the Classical writers often started with insuffi- 
cient premises. Even when the premises were correct, they were too 
ready to think and not careful enough to prove that their conclusions 
were always borne out by the facts. No one can defend their incom- 
plete 2uialy8e8, their hasty generalizations, or their ambiguous formulae* 
But this is very different from denying the legitimacy of abstraction 
and deduction. To isolate a whole class of motives with a view to a 
separate examination of their effects is not to deny either the presence 
or the action of other motives, any more than a study of the effect of 
gravitation upon a solid involves the denial of the action of other 
forces upon it. In a science like political economy, where experiment 
is practically impossible, abstraction and analysis afford the only 
means of escape fh>m those other influences which complicate the 
problems so much. Even if the motives chosen were of secondary 
importance, the procedure would be quite legitimate, although the 
result would not be of any great moment. But it is of the greatest 
service and value when the motive chosen is one, like the search for 
gain or the desire for persoxud satisfaction, which exercises a pre- 
ponderant influence upon economic action.* 

^ UnUrsuehtmgtn iUmr du M$Aode^ p. 48. 

* The English economists, even die most eminent, are often mistaken, says Wagner 
(CnmeB^mg^ chapter tv, para. 4), Imt their errois are not to be imputed to th^ method 
as much as to the use they make of it. And Monger, who so energetically undorUxdt 
the defence of deduction, further undertakes to renew the Oassical dieorics. Economic 
the^, says he, as consdtuted by the English Classical schoed, has not succeeded la 
giving Its a sadsfectxny sdence d economic laws (Monger, foe. rit, p. 15). 

* (y* Monger, he, eit,, p. 79: **The student of pure mechantes does not deny the 
existence of air or frkdon, any more than the student of pure mathematics denies the 
cxistenoe of real bodies, of surfaces, and lines, or the stuifent ei pure chemistry denstk 
the kifiuence of physical Ruees or the phy^dst die {xrttoice ei chemical fectom M 
actual phenomena, although each of these sciences tmly considm (me side (^the t^ 
world, making an abatnetion of every othor aspect ^ it Nor does the ecoimttifc 
pr^end that men are only moved by egdsm or dmt diey are tn&llible andomatelmit 
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So natural, we may even say so indispensable, is abstraction, if we 
are to help the mind steer its way amid the complexity of economic 
phenomena, that the criticism of the Historical school has done 
nothing to hinder the remarkable development which has resulted 
innn the use of the abstract method during the last thirty years. 
But, although the Neo-Classical school has succeeded in replacing the 
old methods in their position of honour once more, it no longer 
employs those methods in the way the older writers did. A more solid 
foundation has been given them in a more exact analysb of the needs 
which personal interest ought to satisfy.^ And the mechanism of 
deduction itself has been perfected by a more rigid use of the 
ordinary logical forms, and by the adoption of mathemadcal phraseo- 

logy- 

Happily the controversy as to the merits of the rival methods, which 
was first raised by the Historical school, has no very great interest at 
the present moment. Most eminent economists consider that both are 
equally necessary. There seems to be a general agreement among 
writers of different schools to consider the question of method of 
secoi^bry importance, and to foiget the futile controversies firom 
which the science has gained so little. Before concluding this section 
it may be worth while to quote the opinion of men who represent very 
difforat tendencies, but are entirely agreed with regard to thb one 
subject. Discussion of method,’* says Pareto, “is a pure waste of 
time. The aim of the science is to discover economic uniformities, 
and it is always right to follow any path or to pursue any method 
that is likely to lead to that end.”* “For this and other reasons,” says 
ManfoaU, 

there always has been, and there probably always will be, a need 
for the existence side by side of workers with different aptitudes and 
different aims. . « . All the devices for the discovery of the relations 
between cause and effect which are described in treatises on scientific 
method have to be used in their turn by the economist.* 

These writers generally employ the abstract method. Let us now 
hear some of the Histexians. SefamoUar is the author of that oft- 

h ec 9 mc they envisage social llfef rom the print of view of the firee play of individual 
Interest untnfiuenced by other coosideratkxis, by tin or igiK)rance.** Wagner and 
Marshall take the tame view. 

* So great is ^ respect for psychology among the deductive writers of to-day that 
t has been mggested disu the A^trian sel^ shouki be known as the Flychologkal 
seliO( 4 » WeiMsaydiattheyhavedoneniiidimoreinthisditecdcmthantheHistoriical 

JMfaasrii di JlhMSfats p. 84 (Milaa, 1906). 

’ ^ «dv Book I, hL 
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quoted phrase, “Induction and deduction arc both n^essaiy for the 
science, just as the right and left foot arc needed for walking,”^ 

More remarkable still, perhaps, is the opinion of BUcher, an author 
to whom the Historical school is indebted for some of its most valuahle 
contributions. 

It is therefore a matter of great satisfaction that, after a period of 
diligent collection of matcri^, the economic problems of modem 
commerce have in recent times been zealously taken up £^;ain and 
that an attempt is being made to correct and develop the old 
system in the same way in which it arose, with the aid, however, of 
a much larger store of facts. For the only method of investigation 
which will enable us to approach the complex causes of commercial 
phenomena is that of abstract isolation and logical deduction. The 
sole inductive process that can likewise be considered — ^namely, the 
statistical — ^is not sufficiently exact and penetrating for most of the 
problems that have to be handled here, and can employed only 
to supplement or control.* 


Ill: THE POSITIVE IDEAS OF THE HISTORICAL SCHOOL 

What made the criticism of the Historians so penetrating was the 
feet that they held an entirely different view concerning the scope and 
aim of economics. Behind the criticism lurked the counter-theory. 
Nothing less than a complete transformation of the science would have 
satisfied the founders, but the younger school soon discovered that so 
ambitious a scheme could never be carried out. It is important that 
we should know something of the view of those older writers on this 
question, and the way they had intended to give effect to their plans. 
The positive contribution made by the Historical school to economic 
study is even more important than its criticisms, for it gives a clue to 
an entirely different point of view with which we are continually 
coming into contact in our study of economic doctrines. 

The study of economic phenomena may be approached from two 
opposite standpoints, which we may designate the mechanical and the 
organic. The one is the vantage-groxmd of those thinkers who love 
generalizations, and who seek to reduce the complexity of the economic 
world to the compass of a few formulae; the other of those writers who 
are attracted by the constant change which concrete reality presents. 

* HandufSrkrhuh dir Skudswissensdutfttn, In his Grmukiss we read: **Tlie writam 
who fiigtiie as repitaentativcai ci inductive research in recent Gkannan CMXincMnics are 
not opfiosed to the practice dt deduction as such, but diey do believe that it is tod 
often based upon superfiddi and insufficient principlei and feat other pnius^ilbs; 
derived frcmi a more exact observation of facts might very well be substituted fee 
feeie*^* Every one would subscribe to this view, 

* Dit ifemsfong fef Viiksmirtscfuifit Dr Widmtt’s t randatio i i ; 
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llic earlier economists for the most part belonged to the former 
class. Amid all the wealth and variety of economic phenomena they 
con&ied their attention almost entirely to those aspects that could 
be bqplained on simple mechanical principles. Such were the problems 
of price fluctuations, the rate of interest, wages, and rent. Production 
adapting itself to meet variation in demand, with no guide save 
personal interest, looked for all the world like the intermolecular 
action of free human beings in competition with one another. The 
simplicity of the idea was not without a certain grandeur of its 
own. 

But such a conception of economic life is an extremely limited one. 
A whole mass of economic phenomena of the highest importance and 
of the greatest interest is left entirely outside. TTie phenomena of the 
economic world, as a matter of fact, are extremely varied and change- 
able. There are institutions and organizations without number, banks 
and exchanges, associations of masters and unions of men, commercial 
leagues and co-operative societies. Eternal struggle between the small 
tradesman and the big manufacturer, between the merchant and the 
combine, between the peasant proprietor and the great landowner, 
between classes and individuals, between public and private interests, 
between town and country, is the common feature of economic life. 
A state rises to prc»perity again to fall to ruin. Competition at one 
moment makes it superior, at another reduces its lead. A country 
changes its commercial policy at one period to reintroduce the old 
regime at another. Economic life ftilfils its purposes by employing 
different organs that are continually modified to meet changing 
conditions, and are gradually transformed as science progresses and 
manners and belieft are revolutions^. 

Of all this the mechanical conception tells us nothing. It makes no 
attempt to explain the economic differences which separate nations 
and differoitiate epochs. Its theory of wages tells us nothing about 
the different classes of worii-people, or of their well-being during 
successive periods of history, or about the legal and iK>litical con- 
ditions upon which that well-being depends. Its theory of interest 
tdUs us nothing of the various forms under which interest has 
appeared at different times, or of the gradual evolution of 
numey, whether metallic or papor. Its theory df profits ignores the 
cbimgcs which industry has undergone, its concentration and ex- 
pani^n, its imiividmdistic nature at one moment, its collective trend 
at another. No attempt is made to disdx^iuish between profits in 
industry or commerce and {xrdits in agriculture. The Classical 
ecmKHnhts wm ssmfdy in search of those univmal and pmnanent 
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phenomena amid which the homo actnumums ,mo&t readily betrayed 
his character. 

The mechanical view is evidently inadequate if we whh to delineate 
concrete economic life in all its manifold activity. We are simply 
given certain general results, which afford no clue to the concrete and 
special character of economic phenomena. 

The weakness of the mechanical conception arises out of the fact 
that it isolates man’s economic activity, but neglects his environment. 
The economic action of man must influence his surroundingi. The 
character of such action and the effects which follow from it differ 
according to the physical and social, the political and religious sur- 
roundings wherein they are operative. A country’s geographical 
situation, its natural resources, the scientific and artistic training of 
its inhabitants, their moral and intellectual character, and even their 
system of government, must determine the nature of its economic 
institutions, and the degree of well-being or prosperity enjoyed by its 
inhabitants. Wealth is produced, distributed, and exchanged in some 
fashion or other in every stage of social development, but each human 
society forms a separate organic unit, in which these functions are 
carried out in a particular way, giving, accordingly, to that society a 
distinctive character entirely its own. If we want to understand all 
the different aspects of this life we must make a study of its economic 
activity, not as it were in vacuOy but in connexion with the medium 
through which it finds expression, and which alone can help us to 
understand its true nature.^ 

This was the first doctrine on which they laid stress: the other follows 
immediately. This social environment cannot be regarded as fixed. 
It is constantly undergoing some change. It is in process of transforma- 
tion and of evolution. At no two successive moments of its existence 
is it quite the same. Each successive stage calls for explanation, which 
history alone can give. Goethe has given utterance to this thought in 
a memorable phrase which serves as a kind of epigraph to Schmoller’s 
great work, the Grwtdriss. ‘‘A person who has no knowledge of die 
three thousand yeaSrs of history which have gone by mtist remain 
content to dwell in obscurity, living a hand-to-mouth existence.” We 
must have some knowledge of the previous stages of economic develop- 
ment if we arc to understand the economic life of the present. Just 

^ **Nmtion«l 11^ like every other form of exhtence, forms a whole of which ^ 
diflerent parts are very mtixnately connected. Complete understanding even of a 
single aspect of it requires a cardful study oi the whote. Language, religkm, arts and 
seknoes, law, politics and econmnics must all be laid umier tribute.^' (Eosdier^ 

This k also Knks^s thous^t. 
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as naturalists and geologists in their anxiety to understand the present 
have invented hypotheses to explain the evolution of the globe and of 
living matter upon it, so mmt the student of economics return to the 
distant past if he wants to get hold of the industrial life of to-day. 
^‘Man as a social beixig/’ says Hiidet»and, 

is die child of civilization and a product of history. His wants, his 
intellectual outlook, his relation to material objects, and his con- 
nexion with other hiunan beings have not always been the same. 
Ckography influences them, history modifies them, while the 
progress of education may entirely transform them.^ 

The Historians maintained that the earlier economists, by paying 
exclusive attention to those broader conclusions which had something 
of the generality of physical laws about them, had kept the science 
within too narrow limits. Alongside of theory as they had conceived 
of it — some Historians would say instead of it — there is room for 
another study more closely akin to biology, namely, a detailed descrip- 
tion and a historical explanation of the constitution of the economic 
life of each nation. Such is the positive contribution of the school to 
the study of political economy, and it fairly represents the attitude of 
most modem economists towards history. 

Their aim was a perfectly natural and legitimate one, and at first 
sight, at least, seemed very attractive. But beneath its apparent 
simplicity there is some amount of obscurity, and its adversaries have 
thought that upon close analysis it is really open to serious objections. 

In the first place, is it the aim of the science to present us with an 
exact, realistic picture of society, as the Historians loved to think? 
On the contrary, do we not find that a study can only aspire to the 
naxne of a science in proportion as its propositions become more 
general in their nature? There is no science without generalization, 
according to Aristotle, and concrete description, however indispensable, 
is only a first step in the constitution of a science. A science must be 
explanatory rather than descriptive. 

Of course Historians arc not always content with mere description. 
Some Historians have attempted explanation and have employed 
hxstoxy as their organon. Is the choice a suitable one? 

^IBstory,” says Marshall, “tells cS sequences and coincidences; but 
reason alone can interpret and draw lessons from them.’^* 

Moreover, is there a single important historical event whose cause 

^ 0 k dtr GegmiKirt und S9. 

^JMm^ktyBock I, chapter vii. “History,” says Wagner {GnmMtgmg, para. 83), 
“may a&m die existenoe of caiaal or condidoiial rdadons, it can never 
pioveit” 
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has ceased to be a matter of discussion? It will be a lox^ time before 
people cease to dispute about the causes of the Reformation the 
Revolution, and the rdative importance of eccmomic, political, and 
moral influences in determimng the course of those movements has 
yet to be assigned. The causes that led to the substitutiem of credit tat 
money or money for barter are equally obscure. Before narrative can 
become science there must be the preliminary discovery by a number 
of other sciences of the many diverse laws whose combination gives 
rise to concrete phenomena.^ Not history but the sciaices give the 
true explanation. The evolutionary theory has proved fruitful in 
natural history simply because it took the succession of animal ^>ccies 
as an established fact and then discovered that heredity and selection 
afforded a means of explaining that succession. But history cannot 
give us any hypothesis that can rival the theory of evolution cither in 
its scientific value or in its simplicity. In other words, history itself 
is in need of explanation. It gives no clue to reality and it can never 
take the place of economics.^ 

The earlier Historians claimed a higher mission stiU for the historical 
study of political economy. It must not only afford an explanation of 
concrete economic reality, but it must also formulate the laws of 
economic development. This idea is only held by a few of them, and 
even the few are not agreed as to how it should be done. Knies, for 
example, thinks that it oi:^ht to be sufficiently general to include the 
economic development of all nations. Saint-Simon held somewhat 
similar views. Others, and among them Roscher, hold that there 
exist parallelisms in the history of various nations; in other words, 
that every nation in the course of its economic development passes 
through certain similar phases or stages. These similarities constitute 
the laws of economics. If we were to study their movements in the 

^ History may, as a matter of iact, become explanatory, but cmly in a particular 
sense. In other woixis, although it cannot disa>ver the goieral laws regulating 
{^etKMS^na, it may show what special circumstances (whose general laws are already 
supposed to be known) have given rise to some evmt equally qsedalized in c^tarao 
ter. But every honest historian has to admit that such explanatk>ns are tkfinitdy 
personal and subjective in charact^’. For a recent examination of these ideas firom 
the pen of a historian see the profound yet diarming introdu^ioxi contributed by 
Meyer to the second edition oThis GeschkhU dts Aiterthums^ Qf. also Sim i and, pp. I4r>i6. 

• Of. Marshall, Book I, chi^tcr vi, para. ^ and opedally Meager, 

Unkrsmhmgm^^ pp. **We may be said to have historical luxnvkxi^ of apartuxK 

lar pbenomoiofi when we have traced its individual g^iesb, i.#., when we have suck 
ceeded in representing to ourselves the concrete drcumstances anumg which k c a me isK 
to being, with thetr proper qualifications, etc. We may be said to have a theoretical 
knowieii^ of some concrete phenomenon when we are enaUed to envisage it as a 
particular of a certain law or regularity of seqi«nce mr coexis t enoe, 

when we are able to give an accoimt of the taison and die nature of its crirtende 

ns an cxempllficatkm of tome genml law.*’ 
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dvilizations of the past we might be able to estimate thdr place in 
eadstts^ societies*^ 

Neither point seems very clear. Even if we admit that thm is only 
one ^nearal law of hitman development we cannot forecast the line 
progress, because scientific prediction is only applicable to recurrent 
jdmomena. They fail just when the conditions arc new. Of course 
one can always guess at the nature of the future, but divination is not 
knowledge. And predictions of this kind are almost always false.* 
Histmical parallelism rests on equally shaky foundations. A nation, 
like any other living organism, passes through the successive stages of 
youdi, maturity, and old age, but we are not justified in thinking that 
the successive phases through which one nation has passed must be a 
kind of prototype to which all others must conform. All that we can 
say is that in two neighbouring countries the same effects are likely to 
follow fix>m the same causes. Production on a large scale, for example, 
has been accompanied by similar phenomena in most countries in 
Western Europe, But this is by no means an inevitable law. It is 
simply a case of similar effects resulting from similar causes. Such 
analc^ies are hardly worthy of the name of laws. The discovery of 
the law, as Wagner says,* may be a task beyond human power; and 
Schmoller, as we have already seen, is of the same opinion. 

One remark before concluding. There is a striking similarity 
between the ideas just outlined and those a distinguished philosopher 
whose name deserves mention here, although his influence upon 
pdiitical economy was practically nil. We refer to Auguste Comte. 

^ A lull eacpodtiofi of this idea is given in his CrundrisSj but Ksiies, in the name of the 
eonoeptioii a unique evohitkm, contests the view. 

*ljtii is viiat M. Renouvier thinks of this coiK^tion; **If we proceed to ask 
another question in addition to the difficult one already mked and inquire as to the 
circumstances under which different nations have advanced or decUn^ in the path 
of goodncM and of trudi and transmitted dieir triumphs or their defeats to the next 
genmtions, and if we support ourselves in die quest by die belief that we already 
have some kno>i^dedge td a scientific law and consequently of the aim of human 
society (this kind of knowledge generally begins with formulating such atnis)» we shall 
find oundves in the poeidon of a religiot» prqphet y/ho, not merely content with an 
inured venaon of the truth, and of the destiny mankind, proce^ to expmind to 
Ids auditors die necessity under which both preadier and siti^ton ate oompdled to 
hdieve and to act m accordance with what vdll undoubtedly come to past. Pbilo^ 
soffokal and religious Imaginiuion sedes In external observation the dementi of a 
ce cikience which it can no longer place hi itidt HiHory becomes a kind of injuring 
dMnity. Bid dthougfa the object ^ the ilhidon is different its nahire is stUI the same, 
for Ihe newdd^ is at little effective as were the andent ones in the opinion of those 
wimliavenufo^init, and it mdysnsfdtes those who already believe.*' (/dradarlMa 
i fo IMnuptfor dr PHifimn, and ed., V 6 L I, p. lat.) BergKm's fddksoj^ 

alfo oonie^ die poisihffity of guessing what die futiite may be like feom the ebameter 
ofdieprescid. See especially (^ssfoa 
* pm. 90; French transiadosi, p. 34a. 
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It is curious that the earliest rqiresentativcs c€ the schocd should have 
ignored him altogether, but just as Mill remained unknown to diem, 
so the Cmtrs dc PhUosophU positwe^ though published in 1842, remained 
a sealed book so far as they were concerned. Ciomte’s ideas are so very 
much like those of Knies and Hildebrand that some Podtivist econo- 
mists, such as Ingram and Hector Denis, have attempted to connect 
the Historical tendency in political economy with the Podtive philo- 
sophy of CJomte.^ 

The three fundamental conceptions which formed the basis the 
teaching of the Historical school are clearly formulated by Comte. 
The first is the importance of studying economic phenomena !n con- 
nexion with other social facts. The analysis of the industrial or 
economic life of society can never be carried on in the ^podtive’ spirit 
by simply making an abstraction of its intellectual, political, or moral 
life, whether of the past or of the present.* The second is the employ- 
ment of history as the organon of social science. ‘^Social research,” 
says he, ‘‘must be based upon a sane analysis of the all-round develop- 
ment of the best of mankind up to the present moment, and the 
growing predilection for historical study in our time ai^urs well for 
the regeneration of political economy.” He was fully persuaded that 
the method would foster scientific prediction — 2l feature which is 
bound to fuse all those diverse conditions which will form the basis 
Podtivc politics. 

Ckimte wished to found sociology, of which political econcany was 
to be simply a branch. The Historical school, and especially Knies, re- 
garded economics in the same spirit. Hence the analogies with which 
Knies had to content himself, but which the younger school rdiised to 
recognize. But there was a fundamental difference between their res- 
pective points of view, and this will help us to distinguish between them. 

Comte was a believer in inevitable natural laws, which, according 
to the earlier Historians, had wrought such havoc. The Historical 
method also, as he conceived of it, was something very different firom 
what the older or the newer Historical school took it to be. 

Adopting a dictum of Saint-Simon, Comte speaks of the Historical 
method as an attempt to establish in ascending or descending smes 
the curve of each social institution, and to deduce firom its general 
outlines omclurions as to its probable growth or decline in tihe future. 
This is how he himself defines the process: 

The esseiKSe of this so-called historical spirit, it seems to us, consists 

in the rational use of what may be called the social series me^od, 

Ingram, 

* A. Comte, Cbm, IV, p* 198. 
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in other wwds, in the due appreciation of the successive stages of 
human development as reflected in a succession of historical facts* 
Careful study of such &cts, whether physical, intellectual, moral, or 
political,' reveals a continuous ^owth on the one hand and an 
equally continuous decline on the other. Hence there results the 
posribility of scientific prqphecy concemir^ the final ascendancy of 
the former and the complete overthrow of the latter, provided 
always such conclusion is in conformity with the general laws of 
human development, the sociological preponderance of which must 
never be lost sight of.^ 

It was in virtue of this method that Saint-Simon predicted the coming 
of industrialism and that Comte prophesied the trimnph of the positive 
spirit over the metaphysical and religious. 

There is considerable difference between this attitude and the 
Historical method as we know it,* and the attempt at affiliation seems 
to us altogether unwarranted. But the coincidence between Commas 
views and those of Knies and Hildebrand is none the less remarkable, 
ami it affords a further proof of the existence of that general feeling 
which prompted certain writers towards the middle of the century to 
attempt a r^neration of political economy by setting it free fiom 
the tyranny of those general laws which had nearly stifled its life. 

It seems to us, however, that the Historical school is mistaken if it 
imagines that history alone can afford an explanation of the present 
will ever enable us to discover those special laws which detemuM 
the evolution of nations. 

On the other hand, it has a perfect right to demand a place beside 
economic science, and it is undoubtedly destined to occupy a podtion 
still more prominent in the study of economic institutions, in statistical 
investigation, and above all m economic history. Not only is a detailed 
description of the concrete life of the present absorbing interest in 
itself, but it is the condition precedent to sdi speculations concerning 

^ IV, p. 308. 

* It is interesting to ksm the views ci historians on this point. Meyer thitilty that 
theotyect of history u not to discover the gi»eral laws ofdewfepment, but to describe 
and ei|dam partioilar concrete events ss siiooecd (me another. Such descrip- 
tians can only be made in accordance with the nales (^historical cntkkmf but eaplana- 
tson is only possible with the aid of analogy. **It is only by die use of analogy that 
thelustoriaii can ex|dah\paft events, e^iei^y vdiere thm are psycbricgical tnotives 
that tequtre analysts. The ex p lanati o n thus given will nec^asarily be of a suhjecflve 
(hasacter, ifri fiom tu voy nature scmiewhat probfemattc^ Qf. £d. Meyer, 
d$s jUitrlkumf Introduction, and ed., paras, its et uq. Theie does not teem to be 
any connexkm between tnethtxl and that o Aug. Comte. Om becomci still 
mote oi this afier readmg Lantern and Sri^bot^s mm Mimks 

MOoHqm ait O. Moncxi^s study in historical method m De k Mikodk 4 tm$ Ut Sekm$s 
(Fans, or, finrily, the numerentf arttekt dealing with th» quesfion of met^ 
vdtkh have a iyo si e d m the flaw 
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the future. The theorist can never afford to neglect the minute 
observation of facts unless he wills that his structure shall hang in the 
void. Most abstract economists feel no hesitadem in recc^^nizir^ this. 
For example, jevons, writing in 1879/ gave it as his opinion that ‘‘in 
any case there must arise, a science of the development of economic 
forces and relations.” 

This newer historical conception came to the rescue just when the 
science was about to give up the ghost, and though they may have 
failed to give us that synthetic reconstruction which is, after all, within 
the ability of very few writers, its advocates have succeeded in infiisiz^ 
new life into the study and in stimulating new interest in political 
economy by bringing it again into touch with contemporary life. 
They have done this by throwing new light upon the past and by 
giving us a detailed account of the more interesting and more complex 
phenomena of the present time.® Such work must necessarily be of a 
fragmentary character. The school has collected a wonderful amount 
of first»class material, but it has not yet erected that palace of har- 
monious proportions to which we in our fond imagination had likened 
the science of the future. Nor has it discovered the clue which can 
help it to find its way through the chaos of economic life. This is not 
much to be wondered at when we remember the shortcomings of the 
method to which we have already had occasion to refer. Indeed, 
some of the writers of the school seem fully convinced of this. Profes- 
sor Ashley, in an article contributed to the Economic Journal^ employs 
the following words:® 

As I have already observed, the criticisms of the Historical school 
have not led so far to the creation of a new political economy on 
historical lines: even in Germany it is only within very recent years 
that some of the lai^r outlines of such an economics have begun 
to loom up before us in the great treatise of Gustav Schmoller. 

In view of considerations like these one might have expected that 
the Historical school would have shown greater indulgence to the 
attempts made both by the Classical and by the Hedonistic schools to 
give by a different method expression to the same instinctive desire to 
simplify matters in order to understand them better,^ 

* Tkm^ rfPoiUkd Bewmtjf, preface to the.second edidon, 1879. 

® SchmoHer’s Jitkrkuh cemtaim descriptive studies of ptesent-^y commercial and 
indttttriai iindertaliings which are veiitable modt^. 

• Thi PHuni P$^ikm cfPMkal Eetmrnnj^, in the Eamomk joumak p. 4^7* 

^ We have not the necessary space in this volume to refor to the history of statistka. 
Tbit teieiice/ though indc^pendent political economy, k, however, such a povreifid 
^udUary that its pt ogiets has to some extent been pamlkl wtdi die growth of eoamo^ 
ntloi. During die last twenty yeait the mediodi of interpredng stadsdoi (we ate 
n>eakiiiginef^ have been vwy ctmrideraldy impm^. Tbo hgkA 
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CHAPTER II: STATE SOCIALISM 

Thb nineteenth century opened with a feeling of contempt for govern* 
meat of every kind, and with unbounded confidence on the part of 
at least every publicist in the virtue of economic liberty and individual 
initiative. It closed amid the clamour for State intervention in all 
matters affecting economic or social organization* In every country 
the number of public men and of economists who favour an extension 
ot the economic function oi government has been continually growing, 
and after two world wars such men arc certainly in the majority. To 
some writers this change of opinion has seemed sufficiently important 
to warrant special trwitment as a new doctrine, variously known as 
State Socialism or “the Socialism of the Chair’* in Germany and Inter- 
ventionism in France. 

Really it is not an economic question at ah, but a question of 
practical politics upon which writers of various shades of economic 
<^inion may i^ree despite extreme differences in their theoretical 
preconceptions. The problem of defining the limits of governmental 
action in the matter of producing and distributing wealth is one of 
the most important in the whole realm of political economy, but it 
can hardly be considered a fundamental scientific question upon 
which economic opinion is hop>elessly divided. It is clear that the 
sedution of the problem must depend not merely upon purely economic 
factors, but also on social and political considerations, upon the 
peculiar conception of general intmst which the individual has formed 
tot himself and tl^ amount of confidence which he can place in the 
character and ability of Governments,* The problem is always 
changing, and whenever a new kind of society is created or a new 

pcdhkms involved have been studied with much care, and the application of mathe- 
mafici to these probtos has proved very' fruitful. No student ^ the social sdencet 
can afibrd to neglect sudi mathematical dieories at those of comlniiadkm, correlation, 
degree of error, etc. The history of stattstict, which contains many eminent names, 
Ch>«tdet to Karl Pearson, would certai^ deserve a chapter in a bool dealing 
with medtod^ althoui^ there would be senne risk of gtvii^ it too stathtical a taas. 
We snusl content with refimring the reader to XJdny Yuk’s 

if SlaHstm, which constitutes what it perhaps the best recent introduction to the 
dmcum i oa conoeming die method to be onpkyed In thk social scienee, and Ibnni an 
hidiqieBsable cempiaEnent to die Mudy of the prol^ms in dhapter. 

^ DupomWiitte males the remaik sonwwhm that the State, itrkdy ipealdi^ has 
only eakted stnee i^. It appears, dien, that a State whkh is not consdtutkinal, 
democratic^ mod tmni has none of the vinucs of die true State. Such exdudon, 
iMhoag^ persidii&fe hi die pidiheift, h ittdefendhk In die dieodit or 
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Gkivemmoit is established a fresh solution is lequixed to meet the 
changed conditimis. 

How is it^ then, that this question has assumed such extravagant 
proportions at certain periods of our hbtory? 

Had the issue been confined to the limits laid down by Smith it is 
probable that such passionate controversies would have been avmded. 
Smith’s aiguments in favour of laissez-faire were largdy economic. 
Gradually, however, under the growing influence of individual and 
political liberty, a kind of contonpt for ail State action took the place 
of the more careful reasoning of the earlier theory, and the superiority 
of individital action in matters non-economic became an accepted 
sodom with every pubHdst. 

This method of looking at the problem is very characteristic of 
Bastiat. The one feature of government that interested him was not 
the fact that it represented the general interest of the citizens, but that 
whenever it took any action it had to employ force, ^ whereas indi- 
vidual action is always firce. Every substitution of State for individual 
action meant victory for force and the defeat of liberty. Such substitu- 
tion must consequently be condemned. Smith’s point of view is 
totally different. To appreciate this difference we need only compare 
their treatment of State action. In addition to protecting the citizens 
fix>m invasion and from interference with their individual rights, 
Smith adds that the sovereign should undertake 

the duty of erecting and maintaining certain public works and 
certain public institutions, which it can never be for the interest of 
any individual, or small number ci individuals, to erect and main- 
tain; because the profit could never repay the expense to any indi- 
vidual or small number of individuals, though it may frequently do 
much more than repay it to a great society.* 

The scope is sufficiently wide, at any rate. If we turn to Bastiat, on 
the other hand, we find that the Government has only two functions 
to perform, namely, ^*to guard public security and to administer the 
common land.”* Viewed in this light, the problem of governmental 
mtervention, instead of remaining purely economic, becomes a 
question of determining the nature, aims, and functions of the State, 
and individual temperament and social traditions play a much more 

^ **Thc distinctive character d* the State merely consists in thh necessity to have 
fccoune to fbnx, which also helps to indicate the extent and die proper li^ts of its 
aetkm. Governmeiit Is only possible through the intervention of f<^, and its aetkm 
h only kfitiinate when die intervention of force can be shown to be jusdfofolef^ 
toth ed., pp, 55S-553 ) 

• Wrnm Bock IV, chapter ix; Caiman’s cd„ Vol. II, p. 185. 

• Hmmmkif lodi ed., p. 556. 
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important pmt than either the operation of economic phenomena or 
any amount of economic reasoning. It is not surprising that some 
writers thought that the one aim of economics was to defend the 
liberty and the rights of the individual! 

Smdi exaggerated views were bound to b^t a reaction, and the 
defbice of State action assumes equally absurd proportions with some 
c£ the writers of the opposite school. Even as far back as 1856 Dupont* 
White, a French writer, had uttered a protest against this persistent 
depreciation of the State, in a short work entitled Ulndividu it Ntat. 
His ideas arc so closely akin to those of the German State Socialists 
that they have often been confused with them, and it is simpler to 
give an exposition of both at the same time. But he was a voice crying 
in tte wilderness. Public opinion under the Second Empire was very 
little disposed to listen to an individual who, though a Liberal in 
pdlitics, was yet anxious to strengthen the power and to add to the 
eccmomic prerogative of the Crown. More favourable circumstances 
were necessary if there was to be a change of public opinion on the 
matter. The times had ripened by the last quarter of the century, and 
Ae donents proved propitious, especially in Germany, where the 
reaction first showed itself. 

The reaction took Ac form not so much of the creation of a new 
doctrine as of a fusion of two older currents, which must first be 
examined. 

During Ac course of Ac nineteenth century we find a number of 
economists who, while accepting SmiA’s fundamental conception, 
gradually limit Ac application of his principle of laissiz-fcdre. They 
Aca^ht that Ac superiority of laissez-faire could not be scientifically 
demonstrated and that in Ac great majority of cases some form of 
State intervention was necessary. 

On Ac oAer hand, we meet wiA a number of socialists who prove 
Aemselves to be more opportimistic Aan their comrade, and Aough 
equally hostile to private property and freedom of production, yet 
wver beritate to address their appeals on behalf of Ae workers to 
existing Governments. 

State Socialism represents Ac fusion of Aesc two currents. It sur* 
{Muses Ae one in its faiA in Ae wisdom of Governments, and is dis* 
tmguished (tom Ac other by its greater attachment to Ac rights of 
private property; but both of Aem contribute some items to its 
{Xxag^rasiMsie. In Ae first place we must try to discovo: Ae source of 
ttoe separate tendendes, and in Ae second plac^ watch Adr 
amalgamaticm. 
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I: THE ECONOMISTS’ CRITICISM OF LAISSEZ-FAIRE 

The doctrine dT absolute laissez-faire was not long allowed to go 
unchallenged. From the time of Smith onward there is an uninter- 
rupted sequence of writers — all of them by no means socialists-^who 
ventured to attack the flmdamental propositions of the great Scotsman 
and who attempted to show that his practical conclusions were not 
always borne out by the facts. 

Smith based his advocacy of laissez-faire upon the supposed identifi- 
cation of public and private interests. He showed how competition 
reduced prices to the level of cc^t of production, how supply adapted 
itself to meet demand in a perfectly automatic fashion, and how 
capital in an equally natural way flowed into the most remunerative 
occupations. 

This principle of identity of interests was, however, rudely shaken 
by the teachings of Malthus and Ricardo, although both of them 
remained strong adherents of the doctrine of individual liberty. 

Sismemdi, who was the next to intervene, laid stress upon the evils 
of competition, and showed how sod^ inequality necessitated the 
submission of the weak to the will of the strong. His whole bodk was 
simply a refutation of Smith’s providential optimism. 

In Germany even, as early as 1832, that brilliant economist Hermann 
was already proceedii^ with his critical analysis of the Classical 
theories; and after demonstrating how fiequently individual interest 
comes into conflict with public welfare, and how inadequate is the 
contribution which it can possibly make to the general well-being, 
he declares his inability to subscribe to the doctrine laid down by most 
of Smith’s followers, namely, that individual activity moved by per- 
sonal interest is sufficient to meet all the demands of national economy. 
Within the bounds of this national economy^ he thinks there ought to 
be romn for what he calls the civic spirit {Gemeinsim) as well. 

The next critic, List, bases his whole case upon the opposition 
between immediate interests, which guide the individual, and the 
permanent interests of the nation, of \siuch the Government alone can 
take account. 

Stuart Mill, in the ftunous fifth book of the Prmc^USf refuses even 
to discuss the doctrine of identity of mtere&ts, believing it to be quite 
untenable. On the question of non-intervention he admits the validity 
of one economic argument only, namely, the superiority of adC-interest 
as an economic motive. But he is quick to recc^nize its shortcondi^ 
and tli^ exceptions to its universal operation — in the natural infflpadty 
, ^ Hermann, tftad., {^. is-ifl* 

O 
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of children and of the weak-minded, the ignorance of consumers, the 
difficulty of achieving it, even when clearly perceived, without the 
help of society as a whole, as in the case of die Factory Acts, Mill also 
points out how this motive is frequently wanting in modem industrial 
organization, where, for example, we have joint stock companies acting 
ffirough the medium of a paid agency, or charitable work undert^en 
by 2U1 individual who has to consider, not his own interests, but those 
of other people. Private interest is also frequently antagonistic to 
public interest, as in the case of the public supply of gas or waiter, 
\^cre the individual entrepreneur is influenced by the thought of a 
m^mum profit rather than by considerations of general interest. In 
matters of that kind Stuart Mill was inclined to favour State inter- 
vention.^ 

M. Chevalier, from his professorial chair in the College de France, 
extended his congratulations to Mill upon his successful restoration of 
the legitimate duties of Governments.* Chevalier thought that those 
who believed that the economic order could be set up simply by the 
aid of competition acting through personal .interest were either 
illogical in their arguments or irrational in their aims. Government 
was idmply the manager of the national organization, and its duty was 
to intervene whenever the general interest was endangered. But the 
duties and privileges of government are not exactly those of the village 
policeman.* Applying this principle to public works, he points out 
that they arc more or less State matters, and the guarantee for good 
work is quite as great when the State itself imdertakes to perform it as 
when it is entrusted to a private individual. 

In 1863 Cournot, whose reputation was unequal to either Mill’s or 
Chevalier’s, but whose pmetrating thought, despite its small imme- 
diate influence, is quite important in the history of economic doctrines, 
treats of the same problem in his Prindpes de la tMorie des richesses. 
Going straight to the heart of the problem, he asks whether it is possible 
to give a clear definition of this general interest — ^the economic optimum 
which we are anxious to realize — ^and whether the system of free 

^ A idniilar idea is contained in Liberty^ where it is stated that “ trade is a social act,** 
that the conduct of every merchant ** comes within , the jurisdiction of society,** and 
fliat **as the principle of individual liberty is not involved in the doctrine of Free 
Tirade, so neither is it in most of the questions wfait^ anse respecting the limits of that 
doctrine; as, for example, what amount of public control is admissible for the preven- 
tion of fraud by adulteration; how far sanitary precautions,, or arrangements to 
protect workpeople employed in dangerous occupations, should be enforced on 
employeta « - * But that they [people} may be legitimately contre^ed for these ends 
Is in princqde undeniable.*’ (Chapter y,) 

* hfidiel Chevalier, Introductory Lectures, No. zo, in Cours, Vol. I, p. 221. 

• Com, VbL I, pi^. 2i», 214; Vol. II, i^. 38, 115, 
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competidon is clearly superior to every other. He justly rcha^ks that 
the problem is insoluble. Production is determined by dem^od, 
which depends both upon the preliminary distribution of wealth 4nd 
also upon the tastes of consumers. But if this be the case^ it is im- 
pdsrible to outline an ideal system of distribution or to fix upon the 
kind of tastes that will prove most favourable for the development of 
society. A step farther and Cournot must have hit upon the distinc- 
tion so neatly made by Pareto between maximum utility, which is a 
variable, undefined notion, and maximum opheliinity, *‘the investiga- 
tion of which constitutes a clearly defined problem wholly within the 
realm of economics.”^ 

But Cournot does not therefore conclude that we ought to abstain 
from passing any judgment in the realm of political economy and 
abandon all thought of social amelioration. Though the absolutely 
best cannot be defined, it does not follow that we cannot determine 
the relatively good. “Improvement or amelioration is possible,” says 
he, “by introducing a change which operates upon one part of the 
economic system, provided there are no indirect rffects which damage 
the other parts of the system.”* Such progress is not necessarily the 
result of private effort. Following Sismondi, he quotes several instances 
in which the interests of the individual collide with those of the public 
and in which State intervention might prove useful. 

Every one of these authors — ^in varying degrees, of course — admits 
the legitimacy of State intervention in matters economic. Liberty 
doubtless is still the fundamental principle. Sismondi was content 
with mere aspiration, so great did the difficulties of intervention appear 
to him. Stuart Mill thought that the orm probandi should rest with the 
innovator. Cournot considered liberty as being still the most natural 
and simple method, and should the State find it necessary to intervene 
it could only be in those instances in which science has clearly defined 
the aim in view and demonstrated the efficacy of the methods pro- 
posed. Every one of them has abanddned liberty as a scientific 
principle. To Cournot it was an axiom of practical wisdom;* Stuart 
Mill upheld it for , political reasons as providing the best method of 
developing initiative and responsibility among the citizens. They all 
agree that the State, far &om being a pis oiler y has* a legitimate sphere 
of action. The difficulty is just to define this.* This was the t^ to 

^ Pareto, Cours poUHque, Vd. II, para. 656 (1897). 

* Priitid^y p. 4^2. 

* /Wrfi, pp. 444, 462, 521. 

* Stuart Mill has tri^ to do so in a formula ^t is very dluminating; **To 
indhiduaify should belong the part of life m Which it Is dhiefly file individtJUd^that 
is interated; to society, the part which chiefly interests society.” {Ldherty, chapt^ hr.) 
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i^ch Wairas addressed himself with remarkable success in his lectures 
on the theory of the State, delivered in Paris in 1867-68.^ 

And so we find that the progros of thought since the days of Adam 
Smith had led to important modifications of the old doctrines concern- 
ing the economic functions of the State. The publicists, howevar, 
were not immediately converted. Even when the century was waning 
they still remained faithful to the optimistic individualism of the 
^lier period. The organon of State Socialism merely consists of 
these analyses incorporated into a system. The authors just mentioned 
must consequently be regarded, if not as the precursors of State 
Socialism, at any rate as unconsciously contributing to the theory. 

ri: THE SOCIALISTIC ORIGIN OF STATE SOCIALISM. 
RODBERTUS AND LASSALLE 

State Socialism is not an economic doctrine merely. It has a social 
and moral basis, and is built upon a cert2dn ideal of justice and a 
particular conception of the function of society and of the State. This 
ideal and this conception it received, not from the economists, but 
firom the Socialists, especially Rodbertus and Lassalle. The aim of 
these two writers was to effect a kind of compromise between the 
society of the preset and that of the future, using the powers of the 
modem State simply as a lever. 

The idea of a compromise of this kind was not altogether new. A 
feint suggestion of it may be detected more than once in the course 
of the century, and an experiment of the kind was mooted in France 
towards the end of the July Monarchy. At that time we find men like 
Louis Blanc and Vidal — ^who were at least socialists in their general 
outlook — ^writing to demand State intervention not merely with a 
view to r^airing the injustice of the present society, but also with a 
view to preparation for the society of the future with as little break 
with the past as possible. Louis Blanc was in this sense the first to 
anticipate the programme of the State Socialists. But its more imme- 
diate ^pirers were Rodbertus and Lassalle, both of whom belonged 
to that country in which its effects were most clearly seen. 

Their influmce upon German State Socialism cannot be exactly 
measure by the amount of direct bmrowing tiiat took place. Tliey 
were linked by ties of closest friendship to the men who were responsible 
for creatii^ and popularizing the new ideas, and it is important that 
we !^uld appreciate the personal i^uence which they willed. 

^ Rcpnhjiishcd m lut iS ft s fai socude^ i3g6. See a brief t^musa^ in our 

4dii^>ter on Rent. 
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Rodbertus formed the centre of the group, and during the two years 
1862-64 he carried on an active correspondence with Lassallc. They 
were brought together by the good offices a common friend, Lothar 
Budier, an old democrat of 1848 who had succeeded in becoming the 
confidant (^Bismarck. Strangely enough, Bismarck kept up his friend- 
ship with Lassalle even when the latter was most busily engaged with 
his props^nda work.^ Wagner, also, the most eminent representative 
of State Socialism, was in firequent commimication with Rodbertus, 
and he never failed to recognize his great indebtedness to him. Wagner 
himself was on more than one occasion consulted by Bismarck. 

But apart altogether firom their connexion with State Socialism, 
Rodbertus and Lassalle would deserve a place in our history, Rodbertus 
is a theoretical writer of considerable vigour and eloquence, and his 
thoughts are extraordinarily suggestive. Lassalle was an agitator and 
propagandist rather than an original thinker, but he has left a lasting 
impression upon the German labour movement. Hence our determina- 
tion to give a somewhat detailed exposition of their work, especially 
of that of Rodbertus, and to spare no effort in trying to realize the 
importance of the contribution made by both of them. 

I. RODBERTUS 

In a histcRy of doctrines Rodbertus has a place peculiarly his own. 
He forms, as it were, a channel through which the ideas first preached 
by Sismondi and the Saint-Simonians were transmitted to the writers 
who belong to the last quarter of the century. His intellectual horizon 
— ^largely determined for him by his knowledge of these French sources* 
— ^was fixed as early as 1837, when he produced his Forderungen^ which 

^ For a general account of Lassalle’s life, and especially his relations with Bismarck, 
see Hermann Oncken, LassalU (Stuttgart, 1904). 

* There has been no dispute concerning the French origin of Rodbertus’s ideas since 
the evidence was sifted by Monger in his Das Recht den voUen ArbeUsertrag (ist ed., 
1886). But Monger only moitions two sources of inspiration, Proudhon and the 
Samt-Simonians. The> text will sufficiently indicate his indebtedneai to the Saint- 
Simonians, but we think that Sismondi might well have been substituted for Proudhon. 
The only Proudhonian doctrine that is discoverable in Rodbertus is the the<»y con- 
cerning the constitution of value. But in the second of the Sozyde Brirfe {Schriften^ 
Vol. II, p. 46, note) he states definitely that the idea was not a bcarowed one, and 
that he himself was the first to formulate it, although he omits to state in what cem- 
nexion. He may be referring to a passage in lus Fardentngen^ where the idea is quite 
clearly expressed. %>eaking of Ricardo’s theory of value, he says: *‘Tlwit ffieory c<»nes 
to gri^ on a single issue, namely, in regarding a thing as existn^ wh^ it only exists in 
the mind, and treating a thing as a reality when it only becomes real in the future.** 
(Schrijten, Vol. JII, p. 120.) It is clearly pointed out that the task of the future is. to 
deteimine what value is. Ibe Fardemtgen^ where all the nmter ideas of Rodbertus may 
be studied, was published m 1837, nine years before the C^niitadicdom was 

published by PtoucBlon, who nm^ his first reforotce to foe question in that v^k. 
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iSit Gaz0tU WMsmdU ^ rdkaed to publish. His fixEt v^k 

app^aared in 1842,^ and the earliest of the «Slse^ Briefi^ belong to X65O 
and 1851. "At the time these passed almost unnoticed. It was only 
when lassalle in his treatise in 1862 referred to him as the greatest 
of German economists, and whra conservative writers like RxKblf 
Meyer ax^ Wagner drew attention to his work, that his bodts received 
the hoticc which they deserved. The German economists dP the eml of 
the last century were greatly iniluaiced by him. His ideas, it is true, 
are largely those of the earliest French socialists^ who wrote before the 
movemrat had lost its purdy intdlectual tone and become involved 
in the stn^le of the July Monarchy, but his dear logic and his syste- 
matic method, coujded with his knowledge of economics, which is in 
every way superior to that of his predecessors, gives to these ideas a 
dq^ree of permanence which they had^ never enjoyed before. This 
^^Ricardo of sodalism,” as Wagner* calls him, did for his predecessors’ 
doctrines what Ricardo had succeeded in doing for those of Malthus 
and Smith. , He magnified the good results of thdr work axKl empha- 
rized thdr fimdamental postulates. 

Rodbertus’s upbringing decreed that he should not become involved 
in that democratic and radical socialism which was begotten of popular 
agitation, and whose best-known representative is Marx. Marx con- 
sidbred sodalhtm and revolution, economic theory and political action, 
as being indissdubly one.^ Rodbextus, on the other hand, was a great 
liberal landownar who sat on the Left Centre in the Prussian National 
Assembly erf* x848^ and his political faith is summed up in the two phrases 
^constitutional goverximeut’ and ’national unity.’* The success won 

wisaw staabmrtuiu 0 khen (New Brandenburg, 1842). 

The woik was to contist of three parts, the fim of wdeh was putdished, aid diat 

has not been rdsnied since. 

*Tlie first three Ski$dt as wdl as the Pwimmgm, have been republldxed in 
S^tf 0 m dm Dr Kad (Beritn, 1899, 3 V^). This is the editioii we 

ijpiote. The fixxxlh ents^ Das was written m 1852, but was not pub* 

Hrfied tntfil after Rodbertus’s death. It was tran sl ated into French in 1904 by M. 
Qialelidii, and pidWied by Messrs Gsard and Bri^. Our references in the 
abcqeedsng pages are to fids otfitkm. Two other articles written by Rodbertus hai^ 
tieea pubilrfied, one by R« Kfeyer under the title Britfs u* SaadpoUBsths Asfidms 
(Jlerfin, i^), ihe oOier by Morite Wirfii under die dtk of iThfer 
if^). For a coo^plete blbBvgra|diy of RodbertusV woik see An<Ber*s U SodaUsms 
m Prdbsor Gonner has written an ilhimlnatiiit study 

^ '^Ibhir^troducdon to die BHrfs tm LosjioBa m JMhtiuSf p. 8 (Beriin, 1878)* 

In odto* h a n d, as Mengar d^ws, the sources of MaixTtifeory are 
aiild» ddfix FjMch«-am)dier point of dlibence between 

^ He wW fi>r a Mcart time hfinister of Public Wonhip. Af^minted on July 4, he 
l#dghiM|l^aidofmferti^theaH»ehttcc^eag^ as 
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by the Bismanddlan policy gradually drew him nearer tte momrchy^ 
eq)ecially towards the end of his Hfe.^ His ideal was a socialist party 
renouncing all political action and confining its attention addy to social 
questions. Although personally favourably inclined towards universal 
suffrage, he refused to join Lassalle’s Arbeitervemn because Lassalle 
had insisted upon placing this article of political reform aa his pro- 
gramme.* The party of the future, he thought, would be at once 
monarchical, national, and socialistic, or at any rate conservative and 
socialistic.* At the san^ time we must remember that *‘in so fiur as 
the Social Democratic party was aiming at economic reforms he was 
with it heart and soul.”* 

Despite his belief in the possibility of reconciling the monarducal 
policy with his socialistic programme, he carefully avoided the economic 
teachings of the socialists. His too logical mind could never £q>pre- 
date their position, and he had the greatest contempt for the Socialists 
of the Chair. He would be the first to admit that in practice socialism 
must content itself with temporary expedients, although he cannot 
bring himself to believe that such compromise constitutes the whole of 
the socialistic doctrine. He refers to the Socialists of the Chair as the 
•‘sweetened water thinkers,”® and he refused to join than at the 
Eisenach Congress of 1872 — ^the “bog of Eisenach,” as he calls it 
somewhere. He regarded the whole thing as a first-class comedy. 
Even labour l^[islation, he thought, was merely a caprice of the 
humanitarians and socialists.® So that whenever we find him sum- 
ming up his programme in some such sonorous phrase as Stool gegen 
StoatsbsigkeU^ (“the State as against the No-State”) we must be cardul 
to distinguish it fiom the hazy doctrines of the State Socialists.® 

^ A charactcristtc sign of this evolution is the substitution throughout the second 
edition of die SozidtBftrfe of the word StaatsmUe (** the wind the State’*) for the word 
V^UuuMi (*’the people’s will"). This second edition, comjnising the second and third 
letters, was published by him in 1875 under the title BileudiOmg 4 er sodalml^^ 

® Letter to R. Meyar, November 29, 1871. This point of view is dev^iped at 
length in his "Open Letter to the Coii^Uee of the Association of German Work- 
men at Ldptig," April 10, 1863, published by Moritz Wirth in the Xleim SehriffeiL 

* Lettor to R. Meyer, March 12, 1872. Qf. the letters of January 23 and February 
3» *871. 

®/Sfd, November 30, 1871. In 1874 he proposes to offer himself as a sodalist 
candidate for the Rei^tag, but recognizes that the State must 6xst of all be 
strengthened on the military ride as well as on foe religk^ 

* October 17, 1872. ® iWf., January 61 , 1873. 

^ IbuLf March to, 1872, and PfyshkroHi a. datftnipoiTtfrir, in Bri^. a. 

^^NAdfoftpp* 521, 522. 

® Ht vigimuriy against foe title of KaBudir SoJujisUst in a letter of August 26^ 

1872. Avigoromcritkitmof foeSodffomidtheChak^ iA^ttmiin aprival^ 
Rodbarbis» is quoted at length by Rudolf M^ in his its 4/^0 

•Shnahs, 60-^ (Beittii, 1874^ . 
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Deqste himself, however, he proved one of the most influential pre* 
cursors o£ the school, and thordin lies his real significance. 

Rodbertus’s whole theory rests upon the conception of society as 
an d^anism creatdi by division of labour. Adam Smith, as he points 
out, had cau^t a faint glimmer of the significant &ct that aU men axe 
linked together by an inevitable law of solidarity which takes them 
out their isolation and transforms an aggr^ate of individuals into 
a real community having no firontiers and no limits save such as 
diviidon of labour imposes, and sufficiently Mride in scope to include the 
whede imiverse.^ As soon as an individual becomes a part of economic 
society his well-being no longer depends upon himself and the use 
which he makes of the natural medium to which he applies hinwlf, 
but up>on the activity of his fellow-producors. The execution of certain 
social functions, which Rodbertus enumerates as follows, and which 
he borrows partly from Saint-Simon, henceforth become the deter- 
mining factors: (i) Hie adaptation of production to meet demand; 
(2) the maintenance of production at least up to the standard of the 
existing resources; (3) the just distribution of the common produce 
amoi^ the produces. 

Should society be allowed to work out these projects spontaneously, 
m^should it endeavour to carry out a preconceived plan? To Rodbertus 
this was the great problm which society had to consider. The ecoiK>- 
mists of Smith’s school treated the soda! organism as a living thing. 
Hie firee play of natural laws must have the same beneficial cflfects 
upon it as the fi:ee circulation of the blood has upon the human body. 
Every social fimetion would be regularly discharged provided “liberty” 
only was secured. Rodbertus thought this was a mistake. “ No State,” 
says he, 

is sufikiently lucky or perha^ unfortunate enough to have the 
natural needs the community satined by natural law without 
any conscious effort on the pait anyone. The State is an historical 
CHTganism, and the particular kind of enrganization which it possesses 
. mmt be detormined fenr it by the memfa^ of the State itseUT. Each 
State must pass its own laws and develop its own organhmtion. The 
organs of the State do not grow up spontaneously. They must be 
festered^ strengthehed, and controlled by the State.* 

* **C Sotnii i imi oii or conuimdty of taboisr would be a better term than dtvinoti 
labour” {KapHal, p. 74}; airi in another connexsem: **The only real dtvbumi oflid>our 
htmitoi^divistonofl^^ ^sewbete (p. 87} he wiiiu hk readets i^atnit 

donffadngdie tenm ^social’ and *natk)^ Adoptiiig ^ Saint-Simonian philos^^ 
of histary, he declares history to be a procctt of un^Scatkm which brio^ gtadimlly 
widei^ rirdes into closer unity wi^ one anodier Gesekkkk dir ahaisdlni 
fit the «. SkOtiUk^ 1865, Vol. V, p. a). 

^Tbo cotoe of hiiii^ Is just the ass^mukm of cemmmtlim.” p. 85, note.) 

Ai dba a d tefi Si in a* p> 519. 



RODBBRTiJS 


421 

Hence, after 1^7 we find Rodbertus {proposing the substitutipn of a 
system of State direction^ for the system of natural liberty, and hb 
whole work is an attempt to jusdfy the introduction of such a ^ton. 
Let us examine his thesis and review the various econcnnic functions 
which we defined above. Let us also watch their operation at the 
present day and see how differently these functions would be disk 
charged in a better-organized community. 

I . It is hardly correct to speak of production adapting itself to social 
need under existing conditions, because production mily adapts itself 
to the effective demand — to the demand when ex{»ressed in terms 
of money. This &ct had been hinted at by Smith, and Sismondi had 
laid considerable stress upon it; but Rodbertus was the earliest to 
point out that this really meant that only those people who already 
possess something can have their wants satisfied.^ Those who have 
nothing to offer except their labour, and find that there is no demand 
for that labour, have no share in the social product. On the other 
hand, the individual who draws an income, even thou^ he never did 
any work for it, is able to make effective his demand for the objects o£ 
his desire. The result is that many of the more necessitous persons 
must needs go unsatisfied, while others wallow in luxury. 

Truer word was never sp)oken. Rodbertus had a perfect r%ht to 
insist on the fundamental fallacy lurking within a system which could 
treat unemployment — ^that modem form ci famine — as dmply an 
over-production of goods, and which found itself unable to modify it 
except through public or private charity. His remedy consisted of a 
proposal to set up production for social need as a substitute for produce 
tion for demand. The first thing to be done was to find out the time 
which each individual would be willing to give to productive work, 
making a note of the charactor and quantity of goods required at the 
same time.* He thought' that ‘‘the wants of men in general form an 
even series, and that the kind and number of objects required can easily 
be calculated.”* Knowing the time which society could afford to give 
to production, there would be no great diflSculty in distributing the 
prodiK^ among the various producx^. 

This is to go to work a little too predpitatdy and to shun the greatest 

*ikirE^Voini,p.ai6. 

* m social State <j£ this description pec^e produce, not widi a view satidring 
the needs of labour, but the needs possession; in other words, diey produce iox diose 
who possess.^* {K^pikd^ p. t6i. Qf* also p. 51.) 

* **Fxovsded we knew the tune that a pemm coidd afford to devote to the work of 
prodoedon, we could easdy determine the quantity t)mt would be efficient to aatl#> 
the needs of everybody.” (JM,, p. 109.) 
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difficulty of all. The uniform scries of wemts rf which Rodbertus 
speafcs exbt only in the imagination. What we really find is a sm all 
number of collective needs combined with a great variety of individual 
needs. Social need is merely a vague term used to designate both 
kinds of wants at once. The slightest reflection shows that every indi- 
vidual possesses quite a unique series of needs and tastes. To base 
production upon social need is to suppress liberty of demand and con- 
sumption. It implies the establishment of an arbitrary scale of needs 
which must be satisfied and which is to be imposed upon every indi- 
vidual. TTie remedy would be worse than the evil. 

But the opposition between social need and effective demand by no 
means disposes of his argument. The opposition needs some provii^, 
and some explanation of the producers* preference for demand rather 
than need ought to be offered. The explanation must be sought in 
the &ct tiiat the capitalistic producer of to-day manages his business 
in accorchmce with the dictates of personal interest^ and personal 
interest compek him to apply his instruments to produce whatever will 
yield him the largest net product. He is more concerned about the 
amount of inrofit made than about the amount of produce raised. He 
produces, not with a view to satisfying any social need, but simply 
because it yields him rent or profit.^ 

Tlus contrast between profit-making and productivity deserves 
some attention. Skmondi had already called attention to it by dis- 
tinguishing between the net and the gross product. A number of 
wii^rs have treated of it since, and it holds a by no means insignificant 
place in the history of economic doctrines.^ 

The opposition is dwelt upon in no equivocal &8hion by Rodbertus. 
Hus pursuit of the maximum net product is clearly the producork 
only guide, but the conclusions vdiich he fnroceeds to draw fiom it are 
softMwhat more questionable. If we accept his opinion that the satis- 
fiu^tion of social need and not of individual demand is the determining 
ffictor in production, we are driven to the conclusion that modem 
145. 

* Tl^ question of the net and gross product was one of die outstanding proldems 
of iSkm penod. Vidal (RdparUUm 4 es Ridtsssts, p. sig, Pans, 1846) and Ott (TroiM 
sockde^ p. 95, 1851) lay stress upon it Since then Couniot, Dahring, and 
mm lecendy EiSem: and Land^, have handled the problm anew. But ci 
theofi when, he comes to define die word 'produedvity’ de&uss it in his own iathioii, 
so that they do not really discuss the same quesdon. Rodbortus, as we shall have 
eeeadon to pdnt out in the text, uses dm wo^ in a very vague iashkn indeed^ hut 
slfil ltlsdmbatisofhiswiudedisatssion. ltieemttousdiatun<kraiegtmeofdhdti0n 
ef h^ourmUilMUty should be dm one erkerkm. But it would be a to knaglne 

thUt when div^dling profits make a change hi dm mediodi of produedtm Imperative, 
thit change will be. welcomed with equal enthusiasm by everybody, by both master 
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sodety, actuated as it is by this one motive^ cannot possibly satkfy 
every individual demand. But we have already shown that the phrase 
^sodad need* has no precise connotation; ndther has the tenn ^pro^ 
ductivity,* which is so intimately connected wiA it. Further, if sodety 
has no desire to impose upon its members an arbitrary scale of wants 
that must be satisfied — ^in other words, if demand and consunq>tion 
are to remain firee — ^it can only be by adopting that system which 
recc^nizes a difference between the present and the future ‘rentability’ 
of the product. This difference between the sale price and the real 
cost of production of any commodity must, it seems to us, be recogptuzed 
even by a collectivist society as the only method of knowing whether 
the satisfaction which a commodity gives is in any way commensurate 
with the labour involved in its production.^ Pareto has given an 
excellent demonstration of this by showing how collectivist sodety will 
have to take account of price indications if social demand is to be at all 
adequately supplied. 

2. Turning to the other desideratum, namely, a fuller utilization of 
the means of production, Rodbertus (X}ntents himself with quoting the 
criticisms of the Saint-Simonians concerning the absence of ccMisdous 
direction which characterizes the present regime and the hereditary 
dement which is such a common feature of economic administration. 
He is in full agreement with Sismondi when the latter declares that 
production is entirely at the option o£ the capitalist propri^r.* In 
this matter he is content merdy to follow his leaders, without making 
any contribution of his own to the subject. 

3. There still remains a third economic function which sodety ought 
to perform, and which Rodbertus considered the most important c£ 
all, namdy, the distribution of the sodal product. An analysts of the 
present system of distribution was one of the tasks he had set himsdf 
to accomplish, believing with Sismondi and other socialists that a 
solution of the problem of distribution and the explanation of sudh 
phenomena as economic crises and pauperism constitute the most vital 
problems which face the sdence at the present moment. 

A just distribution, in Rodbertus’s opinion, diould secure to every 
one the product of his labour.’ But does not the present r^ime of firee 
competition and private property accomplish diis? 

^ He ii dealing merely with individual wmits. Rentahfiity k not the only gidde. 
Many ccdlecttve wants must be satisfied, but the process is not always a profitable 
one. The problem is to determine which are those wants. Rodbertus is speaking of 
private wants; he has Udeen good care to leave die puldk needs aside, so that hk 
argument applies only to the former. ’ pp. 

’ Rodbertus farther adds that a pmtkm of everybody’s income should be aqiendkd 
in iojiplying sudi public needs. (iTspito/, pp. 
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Let US watch the mechaniiun of distribudoa as we find it operating 
at the4>resent time. Rodbertus^s description of it is not very different 
fhim J. B. Say’s, and it tallies pretty closely with the Classical sdieme. 
On one hand we have the enirepremmr who purchases the services of 
labour, lai»l, and capital, and sells the product which results &om thu 
coUabcmtion. The prices which he pays for these services and the 
price he himself receives from the consumer are determined by the 
ir^oraction oi demand ami supply. What remains after paying ws^es, 
interest, and rent constitutes his profits.^ 

Hie distribution of the product is effected through the mechanism 
of Exchange, and the result rf its operation is to secure to the owner of 
every productive service the approximate market value of that service. 
Could anything be juster? Apparently not. But if we examine the 
social and economic hinterland behind this mechanism what we do 
find is the callous exploitation of the worker by every capitalist and 
landlord. The various commodities which are distributed among the 
different beneficiaries are really die products of labour. They are 
begotten o£ effort and toil — ^largely mechanical. Rodbertus did not 
usider<^valuc intellectual work or under-estiinate the importance ol 
direcrive energy. But intell^[ent effort seemed to him an almost in* 
exhaustible fierce, and its employment should cost nothing, just as the 
forces of nature may be got for nothing* Only manual labour implies 
loss of time and energy — the sacrifice of something that cannot be 
replaced.* Consequently he does not recognize the intdlectual or 
moral effort (the name is immaterial) involved in the posqionement 
of <xmsumptk>n, whereby a present good is withheld with a view to 
contributing to the sum totd of future good.* And he proceeds to 
define and to develop the opening paragraph of Smith’s Wealth of 
Natimsi **The annual labour of every nation is the fund which 
miginaliy suppli^ it with all the necessaries and conveniences of life 
wludi it annu all y consumes, and which conrist always eidier in the 

^ Ke^iUd^ pp. 150-160. 

* CL Zer ‘*£veiyecoiioiiik good cosUliUxHir ami only Ubour.*’ 

In the diliti of the SeijuiU Britfe he cxp resa c s thk idea in a slightiy different form: All 
ecomnnic goods are the product of labour {SdvrifUn^ V<d. 11 , 105-106). Devde^ 

ihg the same thought, he dedaret that this fimnula means: (1) that ^*only those goods 
vdttdb have invdved labour shot^ %are in the category of economic go^**l 
(s) that, **ea»ioinically speaking, goods are regarded, not m the product oi natiue 
orofl^other kirce,butsiii^lyasthe|»oductofldxAU*’^ (3) diat goods ecooonti* 
ca%eonstdaedare just the product of labour, carried out 1^ means of the material 
openu^ns widch are necessary Ibr producthm.*’ Hie work dT industrial dsreefion 
and iti remuneraiiim are r^arded in the same hi^t QT. Vol. 11 , p. 

dih point see Bi$t*s U da Travaii? m the ilftwr 

d'EmmkfriUfm, Fdmary 1906. 
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immediate prcxiuce of that labour or in what is purchased widi that 
produce from other nations.*’ 

The difference between his attitude and Marx’s is. abo interesting* 
Marx was thoroughly well versed in political economy, and had made 
a special study of the English socialists. His one object was to set up 
a new theory of exchange, with labour as the source of all value. 
Rodbertus, who drew his inspiration from the Saint-Simonians, focused 
attention upon production, and treated labour as the real source of 
every product — a simpler, a truer, but a still incomplete proposition. 
Rodbertus never definitely commits himself to saying that labour by 
itself creates value, but, on the other hand, he never denies it.^ Social 
progress, he always maintained, must consist in the greater degree of 
coincidence* between the value of a product and the quantity of labour 
contained in it. But this is a task which the future must take in hami.* 
Again, if it be true that the worker creates the product, but that the 
proprietors of the soil and the capitalists who have had no share in its 
production are able to manipulate exchange in such a way as to retain 
a portion of it for themselves, it is clear that our judgment concerning 
the equity of the present system needs some revision. This secret 
embezzlement for the profit of the non-worker and to the injury of the 
diligent proceeds without any outward display of violence through the 
firee play of exchange operating within a system of private property. 

^ Rodbertus expressly declares that to say that goods are the product of labour is 
not to imply that the value of the product is always equal to what it cost in the way 
of labour, or, in other words, that the laboiir spent on it does not always measure its 
value Vol. II, pp. 104, 105). A simil^ statement is made in the Fordena^ 

(1637). In the Erkermimss (1J342) (pp. 129-131) he gives some of the reasons why 
he thinks that the value of a pr^uct is not equal to the labour it has cost: (i) There is 
the necessity for equalizing the gains of capital; (2) the price of a unit of any com- 
modity is fixed by the price of the unit whi^ costs most to reproduce. In the second 
of the SeoaU Br^e he repeats the statement that die labour value theory is nothing 
better than an ideal (Kapitalt Appendix, p. 279). In a letter written to iL Meyer on 
January 7, 1872, he affirms the demonstratkm which he had already giyen, **diat 
goods ^ not and cannot exchange merely in {xoportkm to the quantity of labour 
which hat been absorbed by them simply because of the cxistemre of ca|ntal’*; and 
he adch the significant woids: **a demonstration that might in case ^ ne^ be 
employed against Marx.** 

* '*11ie coincidence between the value of the products and the quantity of labour 
involved in their production is simply the most amlndous ideal that econcnnics hm 
ever ffinnulated.** {Stcood SozmI Brirf,) 

* Occasionally Rodbertus admits for the sake of hypothesis or danonstratton ffiaS 
prices do coincide with die labour cost; but his essendai theory has no need d any 
such hypothesis, and it really plays quite an auxiliary or subordboate r 61 e. It is in 
course ^ his .exposition of t^ themy conceraii^ the distribution of unearned incemie 
between landed prc^rietois and ca{Htalists (quite an eitoneous ffieory, die way) 
that be h driven to admit that **the excha^ value of each complet^ j^oduc^ jp 
wdl as of each portion of die product, is equal to its ihbour value.** CHisid SstM 
Britf, SthrifttM, VoL II, p. soi.) 
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Its sole cause Hes in dfie present social system, “which recognizes the 
rlaiTn private landowners and capitsdists to a shaie of the wealth 
distributed, although they have contributed nothing towards its 
producticm*”^ 

H^ce his exposition of the twc^cdd aspect of distribution. Bconomi** 
cally exchange attributes to each of ^e factors land, capital, and 
labour a portion of the produce corresponding to the value of their 
respective services as estimated in the market. Socially it often means 
takii^ away from the real producers — ^from the workers — ^a part of 
the goods whkh their toil has created. This portion Rodbertus refers 
to under the simple name “rent,” wWch includes both the revenue of 
capitalists and die income of landlords. 

No economist ever put the twofold aspect of the problem in a clearer 
light. Laying hold of the eternal opposition between the respective 
standpoints, he empharizes the difficulties which they present to so 
many minds. Justice would relate distribution to merit, but society is 
indifferent provided its own needs are satisfied. Society simply takes 
account of die market value of these products and services without 
evar diowing the least concern for thdr origin or the efforts which they 
may originally have involved — ^the weary day of the industrious 
labourer and the effoitless lounge of the lazy capitalist being similarly 
rewarded. Rodbertus’s great merit was to separate this truth from the 
other Issues so firequendy confused with it in the writings of the earlier 
economists and to bring it clearly before the notice of his fellow 
eqancanists. 

Rodbertus’s criticism did not end there^ although the demonstra* 
don which we have just given of the distinedon between the social and 
die purely economic point approach to distribudon constitutes its 
essential merit. We must not omit the practical conclusions which he 
draws from it. 

What concerned Rodbertus most — ^at least, so we inu^^ine from the 
standpoint which he adopted — was not the particular way in which 
the rate of wages or interest, high or low rents, are detmnined, but 
the proportion of the revenue that goes to the woricers and non**workers 
resp^tively. The farmer question is a purely economic one of quite 
secondary importance compared with this other social proldeim 
that he had already shown the posnbility of the workers being 
robbedf the problem now was to determine whether this spoliation was 
IdGcfy tooontiniie. l}oes economic im^^ren pve any ground for hoftir^ 
that tent or unearned income will gradually disappear? Bastiat and 
Care^ Imd rqdied in the affirmative. Hie pit^rticm that goes to 

^ Kafikdt p* 105. 
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capital^ so they affirmed, is gradtially becoming less, to the great 
advanta;^ of the labourer. Ricardo, faced with the same dilemma, had 
come to the conclusion that with the inevitable increase in the cost of 
producing food the landowner’s share must be constantly growing. Say 
had asked himself the same question in the earliest edition of his 
treatise, but had found no reply. Rodbertus adopts none of then 
solutions, but independently arrives at the conclusion that die worker’s 
share gradually dwindles, to the advantage of the other participants.^ 

Theorist as he was, a simple deduction was all that was needed to 
convince him of the truth of this view. The rate of wages, we have 
already seen, is determined by the interaction of demand and supply 
in the labour market. The market price of labour, however, like that 
of any other product, is always gravitating towards a normal value — 
this normal value being none other than Ricardo’s necessary wage. 
‘‘The share of the product that falls to the lot of the producer both in 
an individual instance and as a general rule is not measured by the 
amount which he himself has produced, but by that quantity which is 
sufficient for the upkeep of his strength and the upbringing of his 
children.”* This celebrated ‘ brazen law’ became the pivot of Lassalle’s 
propaganda, although it was never definitely recognized by Marx. 

Granting the existence of such a law, and admitting also that the 
amount produced by labour is always increasing, so that the mass ci 
commodities produced always keeps growing, a very ample arith- 
metical calculation sufiices to show that the total quantity obtained 
by the workm always remains the same, representing a diminished 
finaction of the growing totality. 

A similar demonstration affords a clue to the prevalence of crises. 
The m^^preneur keeps adding to the mass of commodities produced 
tmtil he touches the full capacity of social demand.* But while {Moduc« 
tion grows and expands the vrorker’s share dwindles, and thus his 

^ **Whaiever exchange it allowed to take its own course in the matter of distrilnitiiig 
the nattonal dividend, certain drcumstances connected with die devdofmicnt ^ 
society and with the growing productivity of social labour cause the wages of the 
wtxrktng daascs to dindnish so as to constitute a decreasing firacdon o£ the national 
ptoducL** (Second Sodal Brirf, Sehr^kih Vol. II, p. 37.) 

•A^itotp. 153. 

* The Idea that ^nir^rmmrs base their production upon the demand of the hsg^ 
rlatset is a somewhat novdeme, but it is quite definitdy totted by RociBbertus. ^The 
classes can only infiuenoe die market in proportion to the quantity of the sodat 
product wldch is given them. But the t nin pnneurs must deteredne the quanddei 
which diey will jwfoduce, according to the size of thdr dmands.” pp. 51-52. 

Of. also pp, 170-171.) It is quite obvious, on the omtrary, thiu 1^ base 

iimx pr^uedon soldy upon the demand for to particular goods which they manii* 
toture, and that toy ace qmm indifferent to to tore which goes to to 
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demand for some products remains permanently below production 
levdL The s^cture is giving way uiKler the very feet of the i^uspect^ 
ing jMToduccr,^ This theory of crises is simply a rc*ccho of Skmondi,’ 
and gives an explanation of a chronic evil rather than of a crisis pure 
and simple. Its scientific value is just about equal to Sismondi’s other 
theory concerning proportional distribution. 

This theory upon which Rodbertus laid such emphasis had already 
been outlined in his Fordmmgmy and a iiiller development is given in 
his Soziale Brieft^ where he expressly states it to be the fimdamental 
point of his whole system, all el^ being mere scaffolding. His one 
ambiticHi all his life long was to be able to give a statistical proof of it, 
bi^]t its importance is not nearly as great as he imagined it to be. 

In the first place, doubt as to the validity of the ^brazen* or ‘iron 
law of wages’ — uptm which the theory is based — is entertained not 
merely by economists, but also by socialists. And even if it were true, 
Rodbertus’s proof would still be inconclusive, for the workers’ share 
of the total product depends not upon one fiict alone, but upon two 
— ^thc rate of wages and the number of workers. Rodbextus’s error and 
Bastiat’s are very similar. Bastiat had tried to determine the capitalists’ 
share of the total product by taking account of one fact only, namely, 
die rate cS interest, whereas he ought to have taken the amount of 
exiting capital into consideration as well. 

But we must admit that although the arguments used by Rodbertus 
are scarcely more reliable than Bastiat’s, his theory itself is nearer the 
&cts as judged by atatktics. No amoimt of a priori reasoning without 
some recourse to statistics can ever solve the problem. Statistics them* 
selves seem to prove that labour’s portion, in the Western countries, 
diowed sigm of diminishing betv^^ea the beginnit^^ of the present 
century and the First World War; and the same is true — ^in France at 
least — after the Second World War. 

This does not necemarily mean that the worker must be worse off, 
for it may well happen that a diminution in the general share obtained 
by labour is accompanied by a growth of individual wages. Ail that 
we can conclude is that wages have not increased as rapidly as has 

* We shall sooii be cammetd of the nmilanty diat exists between the two theories 
if wer^ the passage m die ardde on Bdmi da Cmuemmalms mtc k$ 
publiriied fay Stesonds as an appendix to the tecoad edition of die Nommm Frimipa, 
VoLII,p.430. Rodbertus agieetwidiSitgioodi that equilibriugi will faete«eriabilshed 
in the iuii» but that in the aieantm» a crim may have to intervene. 
p. lyi, p. 190, supra.) 

^ Judi, as we. have already seen, is Odson^ conclusion (Com, Vol. Ill, p. f6S), 
andsiM^ is the verdict of M. C ai a tci^ after jtiadying the Untied States census returns* 
Acoonfing to C Si a tci at n (Hftaims pndqm 4s Lppulidm escfrihs, June and July 
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capital’s share,* but this has not prevented the workers from shaijr^ in 
the general growth of prosperity. Nor is there any reason why at 
another time the workers’ share should not in^case, even without any 
improvement in their absolute remtmeration. 

Logically enough, Rodbertus proceeds to draw certain practical 
conclusions, including the necessity for the suppression of private 
property and of individual production. The community should be 
the sole owner of the means of production. Unearned income must 
go. Every one should contribute something to the national dividend, 
and each should share in the total produce in proportion to his labour. 
The value of all commodities will depend upon the amount of time 
spent on them and effort put into them; and since the supply will 
always adapt itself to the needs of society the measure will be constant 
and exact, and equal distribution will b^ assured. 

But Rodbertus recoils from his own solution, and the ardent socialist 
becomes a simple State Socialist. What frightens him is not the terrible 
tyranny of a system imder which production and even consumption 
would be strictly regulated. “There would be as much personal free- 
dom under a system of this kind as in any other form of society,” he 
remarks,^ ^ society’ evidendy always implying some measure of restraint. 
His apprehension was of a different kind. He had a perfect horror eff 
any revolutionary change, and stood aghast at the lack of education 
displayed by the masses. He realized how unwilling they were to 
sacrifice even a part of their wages in order to enable other men to 
have the necessary leisure to pursue the study of the arts and sciences 
— ^the noblest fruits of civilization. Finally, it seemed to him that 
illegal appropriation and the rightful ownership which results from 
vigorous toil are too often confused by being indiscriminately spoken 
of as private property. “There is,” says he, “so much that is right 
mixed up with what is wrong that one goads the lawful owner into 
revolt in trying to lay hold of the unlawful possessor.”* 

die Amerkan metal-worken* share in die product fell from 71 to 68 per cent, between 
the years 1890 and 1905, while capital’s share increased from 28 to 32 per cent. 
Tbe men’s %mges during dbe same period rose from 551 dollars to ^6, while the rate 
of interest Idl from 9 to 8 per cent Despite this diminution in labour’s share of the 
total product it is imponi^ to say whether the ronuneration of labour in general 
k moving upward or downward, Tor the working classes do not dq^end seddy veptm 
the wages of dictr labour. Someth diem have a httkcapstal-Hs very small amount, 
perhape, but there is no reason for thinking that it not grow in future. 

It is quite dear dmt this complicated question must be carefrilly defined. Three 
difiEetent fimtoii must be distli^Euidied; (t) The tndtvidual’a w^; (2) labour’s diaie 
In the product; (3} die snoome of the workii^ dass. Os this pr^em see Bdwm 
Cannan’s ankle in the Qftartmfy Jourmd ef Eemmks, 1905, and hit statements in Idi 
Tkemy 

^iTi^p. 176. »Aid,p. 187. 
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Some kind of compromise should at all costs be effected. If private 
propetty — one of the great evils of the present day — cannot be got rid 
of widiout some incozfvenience, cannot we possibly dispense with 
fireedom of contract, the other source of inequality? Let us assume, 
then, that we have got rid of free contract while retaining the institu- 
tion erf private property. By doing this, although we are not imme- 
diately able to clear away tmeamed income, we shall have removed 
some (rf the greatest inconveniences that result from it. We shall 
axrest the downward trend of labour’s remuneration, and poverty ainl 
crises will disappear together.^ 

Such an attempt might be made even now. Let the State estimate 
the total value of the social product in terms of labour and determine 
the fraction that should go to the w<n*kers. Let it give to each entre^ 
preneur in accordance with the number of wenrkers he employs a num- 
ber (rf wage coupons, in return for which the entrepreneur shall be 
obliged to put on the market a quantity of commcxlities equal in value. 
Lastly, let the said workers, paid in w£^ coupons, mpply themselves 
with whatever they want from the public stores in return for these 
(X>upoiis. The national estimate would from time to time be subject 
to revision; and in order that the proportions should always be the 
same, the number of coupons given to labour would have to be in- 
creased if the number of commodities prcxluced ever happened to 
increase. Rodbertus’s aim was to give the workers a share in Ae general 
progress made, and such was the plan which he laid down.* 

Thm is no need to emphame its theoretical, let alone its practice, 
difficulties. We wane led to mention it for a double reason. In the 
first place, it is interesting as an attempt to effect a compromise 
between the society of the present and the collectivism of the future. 
Marx regards the growing mrvility of the worker with a certain 

^ **Aiid to I believe that just as hittoty is nothing but a tenet of ocanpromitet, the 
fim problem that awaits economic science at the present mcmient it that of efiecting 
tome Idbd of a working co mpr o m ite between labour, capital, and {n-operty.^* {KepiUd, 
p. 1S7.) In a letter written on September 18, 1873, to R. Meyer, he dechuet that the 
great |MnobIem ^*n to he^ ut to pa» by a peaceful evedudon from our present system, 
whidi it bated upcm prhrate p ro p ert y in land and capital, to that superior soda! 
order which must siaxeed it in die natural course of history, which be baaed 
tj^on desert and the mere ownenhip of income, £id whidh is already showing itself 
hi various ai^iects of social li£c, as if it were already on die point of iuto 

openuion.” 

* QT. KepUd^ pp. 109 et seq^ and eqiedaily hit ardde Der ^emd&rheUstag^ whidi 
ap pe a re d In <871 and was repuUished in Britfe a. SomtpeliHsehe Aifidiett pp. 55a ei 
Jig. ^fhe idea ^ determhnng vahie in die way RoeUbeitus intended was criddaed 
by hisix in bk Misin d» la Phdmpkkt d pf^fes of Proudhon’s attempt in 1847. The 
sodafrzatkm of production invdves the sodafizadoii of exchange as welt Tlda is 
point upoex winch Marx Rodbertut difier. 
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measure of equanimity as a necessary preliminary to his final emancipa- 
ti<m. Rodbertus would speed the process of amdioration and w6^d 
better his lot here and now.^ It also throws an interesting light upon 
his extra<»dinary confidence in the all-powerful sovereignty of the State, 
and the ability of government tq bend every individual will, even the 
most recalcitrant, to the general will. At the same time it reveals his 
utter indifference to individual liberty as an economic motive. 

This indifference gradiially merges into extreme hostility, while his 
confidence in the centralized executive becomes all the more thoroughly 
established. His later historical works contain an exposition of an 
c»rganic theory of the State which is meant to justify such confidence. 
Just as in the animal world the higher animals are found to possess 
the most highly differentiated organs as well as the most closely co- 
ordinated, so in history as we pass firom the lower social strata to the 
higher ones 

the State advances both in magnitude and efficiency; and its action, 
while increasing in scope, grows in intensity as well. The State in 
its passage fix>m one evolutionary stage to another presents us not 
merely with a greater degree of complexity, each function being to 
a greater and greater extent discharged by some special organ, but 
al^ with an increasing degree of harmony. The social organisms, 
despite their ever-increasing variation, are placed in growing 
dependence upon one another by being linked to some central 
organ. In other words, the particular gr^e that a social organism 
occupies in the organic hierarchy depends upon the degree to 
which division of la&>ur and centralization have been carri^.^ 

We are thus driven back upon the fundamental question set by 
Rodbertus at the outset of his inquiry: Can the various social functions, 
acting spontaneously, efficiently further the good of the social body, 
or should these functions be dischaiged by the mediation of a special 
organ, the State or Government? There is also the further question 
as to whether the reply which he gives is entirely satisfactory. 

We arc immediately struck by a preliminary contradiction: the 
economic boundaries of the community do not exAnadt with its 
political boundaries. The one is the result of division labour and 
k coextenrive with the limits set by division of labour, while the second 
k the product of the changing conditions of history. It k only logical 
that the economic functions of the State should be performed by other 
organs than those of the political Government, since its sphere of 
action k necessarily different. But it k to the Sta^ as evolv^ in the 

^ QT. p* 1B8, note* 

^ ^ C0$t^khk der rSmbthm THhuisUmt in JiMikhirJiit Maimallllumomu u* jlfislulft, 
Vd. VIU, pp. 446-447, note. 
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course of a long histcuical process, that Rodbertus would entrust this 
directii^ power. Between Rodbertus’s description of the State's 
economic activity ami his final recourse to a national monarchical 
State is an element of contradiction which strikes us rather forcibly, 
especially when he emnes to speak national" socialism. 

In order to demonstrate how inadequately the present social 
oiganization performs its duties, Rodbertus appeals to an ideal method 
of discharging them vdiich he himself has created, and he has not the 
slightest difficulty in showing that hardly any of his ideal functions are 
being performed at the present time. Production is not based upon 
social need, nor is the wealth produced distributed in accordance with 
the labour spent. But we must never forget that RodberUis's concep- 
tion of the social need was extremely arbitrary. His distribution 
formula, “to every one according as he produces," if applied logically 
is impossible, and satisfies neither the deifiands of humanity nor the 
needs of production. Had his definition of social function been less 
ambitious, his argument, perhaps, would have been more convincing. 

Let us admit, however, that the existence of an economic society 
implies the successful accomplishment of certain functions which we 
need not trouble to define just now. The question then arises — z 
question that implies the severest criticism of the present organization: 
Can the control and oversight which men ought to exercise over these 
fimetions be performed otherwise than through the instrumentality of 
the State? There was only one alternative for Rodbertus — extreme 
individualism or State control. But nature and history both escape 
the dilemma. The biological analogy has been carried too far, and 
most writers would be content to abandon it altogether. Like most 
of hiscontemporaridi, Rodbertus imagined that economic individualism 
and personal liberty were indissolubly bound together, and that it was 
impossible to check individualism without endangering liberty. It is 
now realized, howevo*, that this association ideas, like many another, 
is temporary and not eternal, and the growth of voluntary associations 
intermediate between the State and the individual is every day showing 
it to be folse. 

We are now in a better position to apineciate the kind of appeal 
which this doctrine would make to State Socialists^people who are 
essentially conservative, but nevertheless genuinely desirous of seeing a 
larger eluent of justice introduced into our industrial regime. The 
distinction drawn between politics and economic socialism makes a 
first claim upon their respect. Thm would follow the organic omcep- 
tion of sodety, which is a feature of all Rodbertus's writings. It was 
hii belief th^ {uodtiction and distribution could only be regarded as 
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sodal functions^ and that the breakdown of individualimi impUed a 
need for greater centralization or a greater degree of State conircd. 
On the other hand, the State Socialists rduse to associate themselves 
with the radical condemnation of private property and imearned 
income, both of which arc features of Rodbertus’s teaching. The 
State Socialists set out to transform the Rodbertian con^romise into 
a self-sufficing system, and instead of regarding their doctrine as a 
diluted form of socialism they are rather inclined to treat socialism as 
an exaggerated development of their theory.^ 

2. LASSAXXE 

Rodbertus’s efforts to establish a doctrine of State Socialism upon 
the firm foundation of a new social theory had already met with a 
certain measure of success, but it was reserved for Lassalle to infiise 
vitality into these new ideas. 

Lassalle’s brief but brilliant political career, ever memorable for 
the natural vigour of his eloquence, at once popular and refined, and 
its indelible impression of a strikingly original nature aflame with a 
passion both for thought and action, together with the romantic, 
dramatic character of his checkered existence, lent wonderful force to 
his utterances. In 1848, at the early age of twenty-three, he was a 
Marxian revolutionist. The revolutionary period was followed by a 
time of enforced inactivity, when he devoted himself almost exclusively 
to philosophical, legal, and liters pursuits. In 1862 the silence was 
at last broken by his re-entry into the political arena. The whole 
poUtical Ufc of Germany was at that moment convulsed by the half- 
hearted op|X)sition which the Prussian Liberal party was offerii^ to 
Bismarck’s constitutional changes. Lassalle declared war both Upon 
the Government and upon the bourgeois Opposition — ^upon th<5 latter 
more than the former, perhaps. Turning to the working edasses^ he 
urged than to form a new party which would avoid all purely political 
questions and to cx>ncentrate upon their own economic emancipatkm. 
For two eventful years the whole of Germany resounded wMb his 
q>eeches and his declamations before various tribunals, while the 
country was flooded with his pamphlets advocating the complete 
establishment of the AUgmmner imtscher Arbeiterverein (General Associa- 
tion of German Workers) which he had already founded at Leiptig in 
1863. The workers of the Rhindand received with open arms the 
agitator vHhio thus took up in their midst the taiq^ skein oi a broken 

^**£xtreiac tocialkai,*’ says Wagner, **is timply an eidiggaatkm of Uiiu pardd 
todaUsm %duch has loi^ hem a feature the emaanic and social evolution of SU 
natloiis, especially the most cfvllu^ {G nm dk gmi if yd cd., p. 756O 
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careeT) and welcomed him with songs and decked him with garlands* 
Hie liboal Press, on the other hand, thoroughly taken aback by his 
uneaqiccted ondaughts, mercilessly attacked him, even acoising him 
<^having secret dealings with the Government. Suddenly the clamour 
ceased: Lassalle died on August 31, 1864, as the result of a wound 
which he had received in a duel,^ and only ihc Deutschsr Arbeiternerm^ the 
earliest embryo of the great German Social Democratic party, remained 
as a m^ento c( those violent attacks upon individualist liberalism. 

As far as theory goes, Lassalle’s socialism is hardly distinguidiable 
frmn Marx’s. Social evolution is summed up in a stricter limitation 
o£ the rights of private property,* which in the course of a century or 
two must result in its total disappearance.* But Lassalle was pre* 
eminendy a man of action, bent upon practical results. At that 
particular momoit the German worWg class was only just waking 
up to the possibility of political existence. The path that it should 
follow was still undecided. In the year 1863 a number of workmen 
had tried to persuade their comrades to meet together in a kind of 
general congress. They further appealed to Lassalle and to othor 
wdl-known democrats for their advice concerning the labour question. 
This gave Lassalle the opportunity he required for forming a political 
party of his own, with himself as chief. The next question was to fix 
upon a programme. Working men,” says Lassalle, ‘‘must have 
something definite,”* and, on the other hand, “it is almost impossible 
to get the public to understand the final object which we must keep 
in view.”* So, without burdening his propaganda with too remote an 
ideal, he concentrates all his efiforts upon two demands, the one 
poUdeal, the other economic — universal suffrage on the one hand and 
the establishment of producers’ associations suppc»:t^ by the State on 
the other. In order to win over the masses, be invoked, not the doc- 
trine of the exploitation ci the workers by the proprietors — ^which 
wouki have alienated the middle cla»es fi*om him* — ^but the ‘ brazen 

^ Gecnge Meredith In his Tragic Comediam weaves his story round this tragic adven- 
ture, giving us an adtnirabk study of Lassahe’s psychok^. abo LassaUip by 
Gmges BraiaUs, and Oncken*s LassaUc (Stuttgart, 1904}* 

* ThMc sjfst^ria^qttc des Dndts Vol. I, p. 274, note (Paris, 1904). 

p. 46 (Ber^ */^,p. 44. 

- # **Ffdlidk dayman das dm AM heut mch oMt Jsgm.” p. 46.) 

. * yfoAonm will ever ^»get that property vdaeoever le^iliy acquired Is abso- 
mvidable and just,’* says he in an address delivered to the workers of Berlin 
bn puUisbed under the title of ArheUerpr^ g r e mm {Sdsr^kn^ Vol. I, 

p. 1^). Ehnriiere he defends hhnsdf against the charge of indtsng the prdletaiiat 
by d ai mia g that his agitation was of a |Huriy democratic character, and intended to 
fe^tate Ibdon ofdasses (INd, VoL 11 , pp. 126-127). (Our quomdons are taken 
femn Ffiui’t e^thm. We were tusable lo ^tain the edidoii of LassaUe’s works, 
puWtdied by BerMrin,) 
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ktw of wages,* which is the ha|^ title by which he chose to designate 
the Ricardian law of wages. 

Rodbertus realized the nece^ity for distinguishing between an 
esoteric and an exoteric Lassalle^ — between the logical dieorist of the 
study and the opportunist politician of the public platform. Only to 
his contempcxTaries was the latter Laaialle really known. But his 
letters, which have been published since his death, go to show that 
there is at least no need to attach any greater importance to his pro- 
posed reforms than he was prepared to give them himsdf. It is not 
necessary to emphasize the fact that .his plan was really borrovred 
fix>m Louis Blanc or to call attention to the letter written to Rodbortus 
in which he declares himself quite prepared to change his plan provided 
a better one can be found. This idea of association was one that was 
by no means unknown to the German Liberal party; mxr was it the 
first time that it had been preached to the working classes. Lassalle*s 
rival, Schulze-Delitzsch, had begun an active campaign even as far 
back as 1849, and bad succeeded in estabiishiiig a great number of 
co-operative credit societies, composed largely of artisans, and aiming 
at supplying them with cheap raw materials. But such associations 
were to receive no suppmt from the Government. 

What was new in Lassalle’s scheme was just this appeal for State 
intervention. It was his energetic protest against eternal laissez-faire 
that impressed public opinion, and he himself was anxious that it 
should be presented in this light. Speaking to the workers of Frankfort 
on May 19, 1863, he declared that “State intervention is the one 
question of principle involved in this campaign. That is the considera- 
tion that has weighed with me, and there lies the whole issue of the 
battle which I am about to wage.*** 

^ Wagner’s introduction to Brirfe v<m LassaUe an Rodbertus^ p. 5. LaasaUe has hb&sdf 
defined this somewhat Machiavellian attitude in a letter written to Mane in 1859, 
in which he speals of a drama which he had just written dealing with Frsm von 
Sickingen. ’*Xt kx^ like the triumph of superim* realistic al^ty wh^ the leader a 
rebellkm takes account of the limited means at his disposal tttxi attempts to hide 
fifom odier men the real object which he has in view. But the success achieved fay 
deceiving the ruling classes in this way puts him in possession of new forces whidi 
enable him to emf^oy this partial triumph for carrying out his real object** (Am 
dmUHSneisfhmNaM^ Mam^ F. Bigds, tmd LassalU, VoL IV, p. I33;piddidied 
fay F« Mefaring, Stuttgart, 1903.) 

VoL 11 , p. 99, This address has been poblisl^ tinder the ti^ of 
Arbiiiir^$bueh» This is just toe atdtude < 3 i which Mara dlsap{»roved. In a letter 
written to Schwdtaer on October 13, 1868, quoted by Mdiring (Am dm Umrarisehm 
J^aMuSi etc., Vd. IV, p. 36a), he ex p res ses himself as follows: “He is too Iktolc to 
be infiumed fay toe iimnedsate circumstances of toe moment. He exag^^erates toe 
trivial difibnence between lumsdf and a nonentity like Schulze-1>elitzsch, unto the 
imie between to^ govonmental interventkm as agaiUit private initiative^ beoQcsef 
toe eentttopomt of hb agitation.*’ > \ ^ 
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He harks bade to this fiindamental idea in all his principal writings. 
It was the theme of his first address delivered to the workers in Berlin 
in 1862. It is there presented with all his customary force. The 
bourgeois conception of the State is contrasted with the true conoep* 
tkm> which is identical with the workers’. The bourgeoisie seem to 
think diat the State has nothing to. do except to protect the property 
2Uid defend the liberties of the individual — a. conception of State 
action that would be quite sufficient were everybody equally strong 
and intelligent, equdly cultured and equally rich.^ But where such 
equality does not exist the State is reduced to the position of a "night 
watchman,’ and the weak is Idt at the mercy of the strong. In reality 
the State exists for quite other purposes. The history of mankind is the 
stxxy of one long stru^le to establish liberty in the face of natural 
forces, to ovmome expression of every kind, and to triumph over the 
misery, ignorance, want, and weakness with which human nattire has 
always had to reckon. In that stn^le the individual, in his isolation, 
is hopdess and union becomes indispensable. Thjs union is a creation 

tl^ State, and its object is to realize the destiny of mankind, namely, 
die attainment of the highest d^ree of culture of which humanity is 
capable. It is a means of educating and of furthering the development 
of hmnanity along the path of liberty. 

The formula savours of metaphysics rather than of economics. 
There is a striking similarity between it and the formula employed by 
H^el, the phUo80|dier.^ Lassalle was really a disciple of Hegel and 
Fichte.’ Through tl^ influence of Lassalle ti^ theories of the German 

I, p. 213. 

* See, among othc^ the cluster entitled Hegel et U Thhrie dt l*£tai in Levy-Brahl*s 
VAUmagm depm Leibnitz, etpedaHy p. 39S (Parii, 1890). The State, according to 
Hegel, if an ezpresnem of the spisit realizing itself in the conscience oi the 
while nature is an exp res si on of the same spirit without the conscience, an nller ige 
— a qmt in bondage. God snovii^^ in die work! has made the State possible. Its 
fimadstkm is in the mi^t of reasmi lealizii^ itsdf in will. It h necessary to think of 
it not merely as a given State or a particular institititon, hut of its essence or id^ as 
a real manifestation of the mind of God. Every State, of whatever kind it may be, 
partakes of ;tliis divine essence. For lull inlcHrmation concerning the philosophical 
ofii^ of State Socialism see Aadler*t Le Soekdieme d*£ktt en AUmigm (1^7). 

* Hdite issued a very curious work in r8oo enttded Bsr gesMnsene Hemdelutaat, 
puhftiied in VoL 111 of his comfdete works (Berlin, 1845), and containing ideas %rith 
mas^ points of resemblance to those of State Sodalfem. Fidite thought diat die 
StitotilMMdd not merely guarantee to eve]ydti»mysi»operty, but should ferit^ all 
lear Iti ddzetai, let thm build dietr property, and then defe^ it In order to do 
disroway one dmold he given the necessary means of livdibood, Ibr the one aim of 
aB Imman isdivky is to li^ and every <me here has an equal r%ht to live (p. 40a) — 
adedtodkai of^rig^tofexhteiice. UntS aU are so pitwided no hixtiite dumld 
beaSowedL lioosiesfaoidd decorate hh house until he feds certain that every one has 
a houses and eray one should be c o m fert a b l y and warmly dad befere anyone k 
dei^mdy dresied 400). *^Nor Is it enough to say dial 1 agi aflbrd to pay Ibr hi 



PROPERLY SO CALLED 437 

idealists came into conflict with the economists’, and his incompaiable 
eloquence contributed not a little to the rising tide of indignation with 
which the Manchester ideas came to be regarded. 

Ill; STATE SOCIALISM— PROPERLY SO GALLED 

The years that elapsed between the death of Lassalle and the 
Congress of Eisenach (1872) proved to be the decisive period in the 
formation of German State Socialism. 

Bismarck’s remarkable coups d'itat in 1866 and 1870 had done much 
to discredit the political reputation of the leaders of the Liberal party, 
who had shown themselves less than a match for the Chancellor’s 
political insight. This reacted somewhat upon economic Liberalism, 
because it so happened that the leaders of both parties were the san^.^ 
On the other hand, the idea of a rejuvenated empire incarnate in the 
Iron Chancellor seemed to add fresh lustre to the whole conception of 
the State. The JakrbUcher fitr J^aHonaldkonomie^ first issued by the 
Historical school in 1863, had by this time become the reo^ni^ed 
organ of the University Economists, and had done a great deal to 
accustom men’s minds to the relative character of the principles oS 
political economy and to prepare their thoughts for an entirely mew 
point of view. 

Labour questions had also suddenly assumed an importance quite 


hr it is unjust that one individual should be able to buy luxuries while his fellow 
citizens have not enough to procure the necessaries of Hfe. The money with which 
the former purchases his luxuries would in a rational State not be hk at all.’* Adopt- 
ing this as his guiding principle, Fichte proposes to organize a State in which the 
members of every profession, agriculturists, artisans, merchants, etc., would make a 
collective contract with one another, in which they would promise not to mxoack 
upon one anothei^s labour, but would guarantee to every one a sufficient number of 
the goods which each has made for his own use. The State would also undertake to 
see that the number persons in every profession was neither too few nor too many. 
It would also 6x the price of goods. I^dy, in view of the fact that f<»reign trade 
would naturally upset the equilibrium established by the contract which guaranteed 
security ^ exis tence to each individual, the oommercial State would have to be 
entirely hemmed in by larifl walls. The whole work is original Mad interesting. 
A. Menger, who gives a brief r^um^ of it in his second chapter of TTu to UH 
Whok Pfodueo Labour, thinks that Fich^ was influenced by what be saw ofthe CSon- 
vention during the R^n of Terror, by die issue of ass ign a t s , and perh^ by Babadl 
Fkhte, the other hand, takes care to point out that his commerdal State is not 
realizable as such, but that a book like his is not less useful in view df the general hinia 
which it idfords a statesman. 

^ 1 1 is mnarkaye that the majority d* the cmnmercial and fi na ncial meanitet 
duced in Germany between 1866 and 1875, such as a unffimn system of we^ito and 
aaeasuiei, die reform of the monetary system, Imnks, the tarifi^ etc., were threedy 
hnpifed by the principlet of economic liberalism. 
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undreamt before this. Hie German revolution of 1848 was pro* 
sumaUy political in character: the great cajatalistic industry had not 
reached that stage erf* devdopment which characterized it both in 
Enghmd and in France; and it is a significant fact that the two great 
German socialists, Rodbertus and Marx, had to go abroad to either 
of those two countries to get their illustrations. But since 1848 German 
industry had made great strides. A new working-class community 
had come inlo being, and Lassalle had further emphasized thb trans- 
formation by seddng to found a party exclusively upon this new social 
stratum. Hie association which was thus founded sdll survives. 
Anotho* agitation, largely inspired by Marxian ideas, was begun about 
die same time by liebknecht and Bebel. In 1867 them were 

dected to the Rdchstag, and two years later they founded the Social* 
demdsratische Arbeitefpartei (Social Democratic party), which was 
destined to play such an important part in the history of the next thirty 
years. 

In this way labour questions suddenly attracted attention, just as 
they had previously done in France during the July Monarchy; and 
just as in France a new current of opinion — ^uncenmioniously set aside 
by the cat^ d^itaiy it is true — ^had urged upon the educated classes the 
kxqxntancc of abandoning the doctrine of absolute laissez-faire and of 
claiming the support of Government in the struggle with poverty, so 
in Germany an increasing number of authors had persuaded them- 
sdves that a purely passive attitude in £ice of the serious nature of the 
sodal prohkm whic^ confronted them was impossible, and that the 
establidiment of some sort of compact between the warring forces of 
capital aiui labour diould not prove too much of an undertaking for 
the rejuvenated vitality z new empire. 

Hie new tendencies revealed themselves in unmistakable fashion 
at Easenach in 187a, A conference, which was largely composed of 
pro fe s so r s and economists, of admiiustrators and jurists, decided upon 
the publication of a striking manifesto in which they declared war 
up<m the Manchester school. Hie manifesto spoke of the State as **a 
great moral institution for the education of humanity,’’ ami claimed 
that it should be *^animated by a h^h moral idteal,” which would 
^^esmble sm increasing number of pec^le to participate in the highest 
benefits <rf*dvilization.”^ At the same time die members <rf" the congress 
^e^ebhined upon the establishment of the Verein fttr Sottatpotilik, an 
association dbaiged with the task cf procuring the necessary scientific 
nmtetial tills new political devdopment. Hiis was the banning 

' s 4 eopy eC die tesH translated into Fmah by Samt-Marc appeared in die 
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of the ‘^Sodaiiimi of the Chair/* as it was derisively named 1 ^ the 
liberals on account of the great number of professors who took part 
in this OMGcfercnce. The same doctrine, with a scHnewhat more radical 
became known as State Socialism. The imparting of such a luas 
was the task undertaken by Wagner/ in his Grundlepmg^ which appeared 
in 1876** 

Difficult though the task may prove, we must try to distinguish 
between the WHfk of the earlier economists and the special contribu- 
tions made by the State Socialists. Like all doctrines diat purport to 
sum up the aspirations oi a group or an epoch and to supply a work- 
ing agreement between principles in themselves irreconcilable, it lacks 
the definiteness of a purely individualistic or theoretical system. Its 
ideas are borrowed firom various sources, but it is not always scrupulous 
in recc^nizing this. 

It is first and foremost a reaction, not against the fundamental ideas 
of the English Classical school, as is generally believed, but against the 
exaggerations of their second-grade disciples, the admirers of Bastiat 
and Cobden — known to us as the “Optimists** and styled the “Man- 
chcstrians” in Germany. The manifesto, drawn up by Professor 
SchmoUer at the Eisenach Coi^jress, speaks of the “Manchester 
school,** but makes no mention of the Clasneal writers.* It is true 
that a great many German writers regard the expressions “Smidiian- 
irnnus** and “Manchesterthiun’* as synemymous, but these are peihaps 
polemical exaggerations upon which we ought not to lay too much 
stress. On the other hand, Liberalism had nowhere assumed such 
esOravagant proportions as it had in Germany. Prince Smith, who is 
the best-known representative of Liberalism after Dunoyer, was con- 
vinced that the State had nothing to do beyond guaranteeing security, 

^ In addidem to Wagner we might mmdon Albert Schaeffle, who has shown con- 
ttderable literary aedvity, but who is more of a sociologist than an economht. IBs 
gieat wcark, Bau mi Ltbtn des soziaim KSrpers (1875-78), contains an organic and 
Inological dieory dT society, but his best-known book is t^ Qymkswtz ies SaziaUs^^ 

* Wagner’s principal works, which contain an expoddon both of the kteas and 
l^ograsnine of State Sodaltsm, are Grundkgung (ist ed. 1B76), translated into French 
tn 1900 under the dtle FombmenU it Victmomt politique; Fmatzmssmseh^; Ids ardde 
Stoat in the HanimSrterbudi ier Staatswissensehqflm; and e^Mxdally two arddes endded 
Fuumzmssenstiiaft and Staats^tzuiismust published in the fir die gtsammk 

Stoatswkmselu^i 1887, pp. 37-122, 675 - 746 * One might profitaldy oernndt two 
addresses, the on^ of March 29, 1895, ^izutiismus, Soziuidmohatit^ Katimdet ic. Staata^ 
soziaUsmutf the other of April 21, 18^, Das neue soziaUeimkratischt Frogratimu 

’ It is a curious fset that Wagner’s definidon of the province and funcdtms of die 
State boot very different fhim Smith’s, though differing ctmsideraldy horn Basdat’s. 
’’ As a gcomrai ssiys he, the Stale shemid take chaife td* diose operadems whs^ 

are tntoEided to satisfy the wants of the etdsens, but vddeh pmatt emerpeise or 
voluntary assodadom aedng for the community either c;annot undertake 4^, caoiwl 
pedbnpas^wdl orasdieai#.” ((km^pmg, ^ ed., 1893, 1st part, p. 9^r 
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and ctenied that there was any element of solidarity between economic 
agents save such as results from die existence of a common mark^. 
”Tlie econcwnic community, as such, is a oimmunity built upon the 
exBtehce of a market, and it has no facility to offer other than free 
access to a market”^ 

TTie State Socialists, on the contrary, are of opinion that there exists 
a mcural solidarity whidi is much more fundamental than any economic 
de bet%veen die various individuals and claves of the same nation — 
such solidarity as results from the pd»ession of a common language, 
similar manners, and a imiform political constitution. The State is 
the organ of this moral solidarity, and because of this tide it has no 
ri^t to remain indifferent to the material poverty of a part of the 
nation. It has something to do besides protecting people against 
internal or external violence. It has a real work of “civilization and 
well-being”* which it ought to perform. In this way State Socialism 
becomes reconciled to the philosophic standpoint which Lassalle had 
chosen for it. Lassalle’s insistence upon the mission of Governments 
and the importance of their historic role has been incorporated into 
its system, and the attention that is paid to national considerations 
remindb one of the teaching of Friedrich List, 

It is impossible not to ask whether the State is capable dF carrying 
out the duties that have been entrusted to it. There is litde use in 
emphasizing duty where there is no capacity for discharging it. The 
State’s incapacity as an economic agent has long been a notorious 
feet. Wagner and his friends were particularly anxious to correct 
this folse impression, and as far as their doctrine contains anything 
original it may most conveniendy be described as an attempt to re* 
hal^tate the State. Optimists of Bastiat’s genre looked upon the 
State as the very incarnation of incapacity. The State Socialists, on 
the other hand, regard government as an economic agent very similar 
to other agents whidi the community employs, only a litde more 
sympathetic, perhaps. Much of their argument consists of an attempt 
to create a presumption in favour of government as against the 
ordinarily accepted c^inion which individualism had b^tti^n. Such 
was the nature of the task which they undertook. 

Their first action was to insbt upon the weaknesses of individuals. 
Following in the wake of SimioiKii and other socialists, they empha^ 

recognizes one task which die Stale can perfimn, namdy, die 
of secorhy.** (Qooted Schddierg, Hmdhmh do* Odsmomk, 

3rd ed., VoL I, p. Si. quotatkni k takm frotn Rentzsch’s chettonary, arddes 

* and Wohlfiihmwi^ 



PRPPBRLY SO GALLED 


441 


sized the social inconveniences <rf competition, which is, however, 
generally confused with ixulividual liberty.^ They also insisted upon 
Ae social inequality of masters and workers when it coma to a ques* 
tion of wage-bargaining — a fact Aat had already been noted by Adam 
SnuA — ^as well as upon Ae universal opposition that exists between 
Ac weak and Ae strong. The inadequacy of merely individual effort 
to satisfy certain collective wants is another fact that was considerably 
emphasized. 

As far back as Ae year 1856 Dupont-White, a Frenchman, had 
complained bitterly that all the paths of civilization remained closed 
merely because of the existence of one obstacle — Ac infirmity and 
malignity of Ac inAvidual.* He also attempted to show how Ae 
collective interests of modem society arc becoming increasingly com- 
plex in character and of such magnitude as to be utterly beyond Ae 
compass of inAvidual Aought.* “There arc,” says he in Aat excellent 
formula in which he summarizes the instances in which State inter- 
vention may be necessary, 

certain vital things which Ac inAvidual can never do, eiAcr 
because he has not Ac necessary strength to i>erform Aem or 
because they would not pay him; or, again, because they require 
Ac co-operation of everybody, which can never be got merely by 
cmnmon consent. The State is Ac one person — ^Ae entrepreneur — 
who can undertake such tasks.^ 

But his words went unheeded. 

Writing in a similar vein, Wagner invokes Ac testimony of history 
in support of his State doctrine, Aowing us how Ae Statens functions 
vary from one period to anoAcr, so that one never feels certain about 
prescribing limits to its action. Individual interest, private charity, 
and the State have always had to Avidc Ac field of activity between 
Aem. Never has the first of Aese, taken by itself, proved sufficient, 
and in all Ae great modem states its place is taken by State action. 
To conclude that this solution was useful and necessary and in accord- 
ance wi A Ae true law of historical development only involved one 
fiirAer step.* One almost imconsciously proceeds firom Ae mere 
statement of a tact to Ae definite formulation of a law* “Anytme,” 
says Wagner, 

^ Wagaor, GrwMgwiif ^ ed., pp. 81 1 $t s$q; 839 * The Stale SodaHsts have 

a habit of %vrcaigfully using the two expressions *fiee compeddon* and *economdc 
Ubhrty* as if they wete synonymous tonns. See OnmdUgm^^ p. gy. 

* Dupont-White, VhikinieeiV&at^ 5th ed., p. p. 

^ Frefitcee to the French translation of Stuart Mill*! Liber%^^ 

* Wagner, OnmdIiiiiMg, ^ 
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wIk) lias appreciated the immanent tendencies of evciution (Le., the 
en^tial futures df economic, social, or political evolution) may 
very prqperly proceed from such a l^toncal conception of social 
evolution to the formulation of postulates relative to what ought to 
be.i 

In virtue of this conception there is a demand for the'extension of the 
State’s functions, which may easily be justified on the ground of its 
capacity for furthering the well-being and civilization of the com- 
munity. The influence of Rodbertus’s thought, especially his theory 
concerning the cievelopment of governmental organs to meet the needs 
of a higher social development,* is quite unmistakable in this connexion. 

The similarity between his views and those of Dupont- White, 
though entirely fortuitous, perhaps, is sufficiently remarkable to Justify 
our calling attention to it. White is equally emphatic in his demand 
that the State should exercise charity and act beneficently.* He shows 
how the modem State has extendcKl its dominion, substituting local 
government for class dominion and piarental despotism, taking women, 
children, and slaves successively under its care, and adding to its 
duties and responsibilities in proportion as civilization grows and 
fiborty broadens downward. Fresh life requires more organs, new 
fisrees demand new regulations. But the ruler and the organ of society 
is the State.^ In a moment of enthusiasm he even goes so far as to 
declare that **the State is simply man minus his passions; man at such 
a stage of development that he can commune even with truth itself, 
fearing neither Gkxl nor his own conscience. However imperfect it 
may be, the State is still vastly superior to the individual.”* Such 
writing is not without a touch of mysticism. 

Without going to the extent of admitting, as M. Wagner would have 
us do, that the simple demonstration of the truth of historical evolu- 
tion is enough to justify his policy, we must commend State Socialism 
for service it has performed in emnbating the Liberal contempt for 
government. If we admit the right of a central power to regulate 
social relations, it is difficult to understand why certain economic 
rdations only should be subjected to such supervision. 

But the r«al difficulty, even when the principle is fully recognized, 
i$ to d^ne die spheres that should respectivdy belong to the State 
asEi to the individual. How far, within what limits, and acemding to 
what rules should the State intervene? We must at any rate, as 
Washer says, begin with a rough dhtribudon of attributes. It is im* 
pomhie to proceed by any other method unless we are to as 

^ md Staaissof^^ p. xo6. p. 451. 

(kfUd ^ p. 353 (1847); p. 8f . 

* p. 65. $ 6 $, 164. 
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tht collectivists seem to do, a radical change in human psychcd^fy 
resulting in the complete substitution of a fK>li€itude for the public 
welfare for private interest 

Dupont- White thought the problem insoluble,^ and Wagner is 
equally emphatic about the impossibility of formulating an absedute 
rule. The statesman must decide each case on its merits. He does, 
however, lay down a few general rules. As a first general prindple it 
is clear that the State can never completely usRtrp the place of the 
individual.^ It can only concern itself with the graeral conditions of 
his development. The personal activity of the individual must (or 
ever remain the essential spring of economic process. The prindple 
is apparently the same as Stuart Mill’s, but there is quite a marked 
difference between them. Mill wished to curtail individual effort as 
litde as possible, Wagner to extend Government action as much as he 
could. Mill insists throughout upon the negative role of Government; 
Wagner emphasizes the positive side, and claims that it should help 
an ever-increasing proportion of the |>opulation to share in the benefits 
of dvilization. No inconvenience, Wagner thinks, would result fi:*om 
a little more communism in our social life. ‘‘ National economy should 
be transferred from the control of the individual to the control of the 
community in general,” he writes, in a sentence that might have been 
borrowed directly fi'om Rodbertus.^ Both he and Mill are agreed that 
the limit of Government action must be placed just at that point where 
it threatens to cramp individual development.* 

The practical application of these ideas would affect bodi the pro- 
duction and the distribution of wealth. But on this question State 

^ **No means has as yet been suggested which will help to delinnt the iiincticms 
of the State fipom those of the individual. But that is not a consideration of any g^reat 
moment, for we can always arrange matters so as to make them balance roug^y 
when it comes to a particular case.** {VIndioidu st V£tat, pp. 298 and 301.} l^se- 
where (in hts preface to the Frmch translation of Mill’s Uhiap) he gives the <^diiton 
that such a delimitation is impossible and that when we speak of the State a^ the 
individual we speak of two distinct powers, such as Hfe and law (p. vH). Law has to 
folk>w in die footsteps of life, reproving its excesses and correctihg its fiinlts (p. 

* Wagner, Onmdl^pmg^ p. 8B7. 

* ^te taaierpmt is to be recommended wherever possible, **not only fot specific 
reasons which make the State ownership of certain industries hi|^hly desiralde^ but 
also for reasons of social polky, such as the advisability hdping h^usUy to pass 
foom a regkne of indtvidt^ ownenhip to diat of communal oontroL** {FImiusBtdsstih 
scktfi widSlaaissooaUsmustp, it^*) 

* DupontAVhite’s individual^ is as unimpeadtable as Wagiier% which proves 

that an ind^Mdiislist need not always be a Libe^ **Tlie audior of ceys ^ 

in hk prefooe to Mill’s fiforlr, p* Ixxxix, ’’has a keen syno^thy for Indivuiai^sm, 
which I share to the full, though without any mkgivmgii as so die future desdny of 
tids unalterable element In^vidualimi is life. In diat sense indivkhialiahi it 
iinperMiahie.^ * ^ 
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Socialkm has done little more than seize hold of ideas that were 
cumnt long bdbre its day. 

In the matter of distribution it takes exactly the same stamlpotnt 
as Sismondi^ There is no condemnation either of profits or interest 
as a matt^ principle, such as is the case with the Socialists, nor is 
there any suggestion of. doing away with private prqfierty as the 
fiuulamtmtal institution of society; but there is the expression a 
desire for a more exact correspomknce between income and effort^ 
and fi>r such a limitation of profits as the economic conjuncture will 
allow and, on the other hand, for such an increase of wages as wilt 
permit a more humane existence. It is impossible to disguise the 
fact that all diis sounds very vague.’ 

The State would thus undertake to see that distribution conformed 
to the moral sentiment each period. Taxation was to be employed 
as the instrument of such rthrms, Dupont* White, in his CapiUd et 
Trmml^ which was written as early as the year 1847, had hit upon 
the prtdsc formula in which to describe these projects: *‘To levy a 
tax such as will strike the higher classes and to apply the yield to help 
and reward labour.*’ 

Wagner says just the same thing. 

Logically State Socialism must undertake two tasks which are 
connected with one another. In the first place it must nuse 
the lower strau of the working classes at the expanse of the higher 
dasses, and in the second place it must put a check upon the execs* 
mt accumulation of wealth among certain strata of society or by 
certain membm of the propertied classes.^ 

In the matter of production State Socialism has simply been con* 
tent to reproduce the list given by Mill, Chevalier, and Cournot of the 
cases in which there is no economic principle against the direct control 
mr managooent of m industrial enterprise by the State. Speaking 
generally, Wagner is of the opinimi that the State shouM take upon 

’ for Schmolkr^i epeo leuer to von TreitfcMEe (i874*<75), cranilatied 

To the 

IsM of European nmardii Is condemned by this princ^ Schmollcr replies timt he Is 
^gpealdng of llie aveiafe man,'* but that **tfae Hohoizdlenis, when eonstdered in 
this have no moee than they deserve*' (p. 9a}. 

’Wagner tedogniael die arhhwynaim of hhsiiggestioni. Theoretkaily, hesays, 
thhimibod of prooedtite is gnhe ksgltumne, but inracticaliy it Is not so sinq^e, ''for 
theolfiect, in dbort, is to employ the princu^ of equity and of soesat utility, whkh 
am by no moans cUf ficn l t to formulato, and to transmute those principles into legh* 
hidm ioaewnani^ m as fo put a ihedr igmn dm ashltfmry aid e^ 
dwoahhfodmhandsrfafew iidlvkh ia h, such ash die case under a legime of 

naf p- 
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itself the contr<d of such industries as are of a particularly pexmanent 
or universal character, or such as require cither uniftnrm or specialized 
methods of control or are likely to become monopolies in the hands of 
private individuals. Hie same argument would apply to industries 
satisfying some general want, but in which it is almost impossible to 
determine the exact advantage which the consumer derives fiom them. 
The State administration of rivers, forests, roads, and canab, the 
nationalization of railways and banks, and the municipalization of 
water and gas, are justified on the same grounds. 

Such are the essential featiues of State Socialism, which bases its 
appeal, not on any precise criticism of property or of unearned income, 
such as we are accustomed to get from the socialists, but entirely upon 
moral and national considerations. A juster distribution of wealth 
and a higher well-being for the working classes appear to be the only 
methods of maintaining that national unity of which tiie State is the 
representative. But it neither specifies the rules of justice nor indicates 
the limits of the ameliorative process. The fostering of collective effort 
affords another means of developing moral solidarity and of limiting 
purely selfish action; but the maintenance of private property and 
individual initiative seemed indispensable to the growth of production 
— B, consideration which renders it inimical to collectivism. Its moral 
character explains the contrast between the precise nature of some dF 
its positive donands and the 8ome\^^t vague character of its general 
principles, which may be applied to a greater or lesser extent accord- 
ing to individual prderences. It is impossible to deny the essentially 
subj^irtive character of its criteria, and this affords some indication of 
the vigorous criticism offered by the economists, who arc above all 
anxious for scientific exactitude, and the measure of enthu^asm with 
whidi it has been welcomed by all practical reformers. It forms a 
kind of crossroads where sociai Christianity, enlightened conservatbm, 
progressive democracy, and opportunistic socialism all come together. 

But its was due much less to the value of its prindpfes tiian 

to the peculiar nature of the political and economic evoluticm towards 
the end of the centiiry. Its most conspicuous re]msentative in Gtat^ 
many was Prince Bismarck, who was totally indiffeuent any diecRy 
erf" State Scxrfalism, and who preferred to justify his pcrfky by an appeal 
to die principles of CSnristianity ot the Prussian Landrecht.^ One of 

t The unpefial meissge of November 17, s88t, txmmjoidag die oehbraled aerks of 
Bmiraace Acts admits the necessity for a more madted polft^ of State InterveatiQCi: 

lay hold of the ways and means whereby die wofidagd^uMes may best be hd^ped 
is by no means an easy tadc, but It Is one of die bigbest vdudi a moral and Chiisdte 
conmmnity can set its heart upon.** Bismafdt,uibis^ieediofMay9, tSSi^tastli**! 
ualieitotkigiy recognbe the rigins of laboitf , and sbloog is I oocs^iy plidi I 
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his great ambitions was to omsolidate and cement the national unity 
which he had succeeded in creating. A system of national insurance 
financed and controlled by the State appealed to him as the best way 
of weaning the working classes from revolutionary socialism by giving 
them some positive proof of the sympathy of the Government in the 
shape of pecuniary interest in the welfiure of the empire. In a some- 
what similar fashion the French peasant became attached to the 
Revolution through the sale of national property. I consider/* says 
Bismarck, speaking of invalidity insurance, 

that it is a tremendous gain for us to have 700,000 annuitants 
among the very people vmo diink they have nothing to lose, but 
who sometimes wrongly imagine that they might gain something 
by a change. These individuals would io^ anything from 115 to 
200 marks, which just keeps them above water. It is not much, 
p^haps, but it answers the purjws^ admirably.^ 

Such was the origin of those important laws dealing with sickness, 
accidents, invalidity, and old age which received the imperial seal 
between 1881 and 1889. But just becatise the Chancellor did not 
emuuder that there was the same pecuniary advantage to be derived 
&om labour laws in the narrow sense of the term — that is, in laws 
regulating the duration labour, Sunday rest, the inspection of fac- 
tories, etc. — he was less favourably inclined towards their extension. 
The perscmal predilection dT the Emperor William II, as expressed in 
the fiunous decrees of February 4, 1890, was needed to give the 
Empire a new impetus in this direction. 

Accordingly it was the intelligent conservatism of a Government 
almo^ absolute in its power, but pcme^iai of no definitely social creed, 
that set about realizing a part of the programme of the State Socialists. 
In &igland and France smd the otho* countries whm political liboty 
is an establiriied fact similar measures have been carried out at the 
express widi an awakening democracy. The working classes are 
bqpnning to find out how to utUhm for dieir own profit the larger 
share of government which they have recently secured. Progressive 
taxa^on, umtranoe, protective measures fi»r workihen, more frequent 
intervention of Government with a view to determining the a>nditiom 

disft uphold ftem. la 10 I base ssf plea, aot upon aodalitm, but upon the 
PniMiaa Laadredu.** Sec. ii of art t g of the second part of the Pruidan Landrecht 
(Febmsfy 5, 1794) reads as follows: **To such as have neither the tamns aor the 
oppoMttiqr nf earaiiif their own hvelthood or that of thrir family, work shall be 
gtrai, adi^iad ^ thek streagth aad aqxudtr.** Delate its geaeral loae, it did aot 

> SppeA on 18, 1889^ quoted l>y Bfodahs, iKmerab MOirnd- 

npmdteh dwfdtoi, p. 141 C^tao, ipoe). 
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of labour, are just the expressions of a tendency that operates inde* 
pendendy of any preconceived plan. 

The regulation of the relationship between masters and workmen 
gave to State Socialism a legislative bias. Governments and munici* 
palities, not content with that, have long since extended thdr inters 
vention to the domain of production, the new character of social life 
rather than any social theory being again the determining motive. 
Public works, such as canals, roads, railways, sea transport, and electric 
powar have multiplied enormously in the course of the nineteenth, 
century, thanks to the existence of new productive forces. The demand 
for public services such as lighting and heating has increased because 
of the increasing concentration of population. CSommunal life keeps 
encroaching upon what was formerly an isolated, dispmive existence, 
and community of interest is extending its sway in village and borough 
as well as in the great city and the nation at large. Industry also is 
being gradually linked together, and the area of fiee competition is 
perforce becoming narrower. In the labour market, as well as in the 
produce and the money markets, concentration has taken the place c£ 
dispersion. Monopoly is everywhere. Collective enterprise, instead 
of being the exception, tends to be the rule, and public opinion is 
gradually being reconciled to the idea of seeing the State — ^the collec- 
tive being’ par excelUace — becoming in its turn industrial. 

Under conditions such as these it was impossible that the doctrine 
of State Socialism should not influence public i^inion. 

State Socialism has the peculiar merit of being able to trandate the 
confused aspirations of a new epoch in the history of politics and eco- 
nomics into practical maxims without arotising the suspicions of the 
public to the extent that socialism generally does. L^jslators and 
public men generally have been suppli^ with the necemry argumoats 
with M^ch to defend the inauguration of that new policy upon which 
they had secretly set their hearts. A common ground of action is found 
for parties that are generally opposed to one another and for tonpera- 
ments that are usually incompatible. That is the outstanding merit 
of a doctrine that seems eminently suitable for the attainment of 
tangible results. 

And so, by a curious inversion of functions by no means exceptional 
in the histcay of thought. State Sodalism in our century finds itsdl 
playing the part of its great adversary, the liberal Optimism of tte 
early cemtury* Thou hast conquered, OSutc Divine,” as the Emperor 
Julian said of Christianity, might weU be the wmds of Proudhtm if hq 
came back to this world. One of the outstanding mmts of that earlier 
Liberalism was the preparation it afforded for a policy of enfriutichis# 
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ment or Kberty, which was absolutely necessary for the development 
of the industrial regime. And so it became the interpreter of the gr^t 
economic currents of the time. In pursuance of dm exclusive task aU 
traces of its scientific origin disappeared^ the elaboration of economic 
theory was n^lected^ and the habit of close reasoning so essential to 
systematic thinking was abandoned. In a somewhat similar manner 
State Socialism has become the creed of all those who desire to put an 
end to the abuses of economic liberty in its extremer aspects, or such 
as are generally concerned about the miserable condition of an in- 
creasing number o£ the working classes. It has continued to spread 
thence imdl it has gradually invaded the whole economic system 
without meeting any seriom resistance from a public opinion growing 
less and less sympathetic towards economic liberalism. Yet there vm 
a time when it could be asked whether this very multiplicity of govern- 
ment interventions would not arouse in consumers — as in the entre* 
prenenrSf and even the workers — a growing mistrust of the economic 
competence of the State. The illusion was short-lived and only served 
to show up more clearly the universal triumph of State Socialism over 
all forms liberalism, including syndicalist liberalism. 

In conclusion, we must note another characteristic reaction. 
Whereas during the greater part of the nineteenth century the attacks 
of Socialism were directed against Liberalism and economic ortho- 
dmey, Neo-Marxian syndicalism is concentrating its attention almost 
exclusively upon State Socialism. Sorel emphasizes the similarity that 
exii^ between Marxism and Manchesterism, and on more than one 
point he finds himself in agreement with a * Liberal* like Pareto. On 
the other hand, no words are sufficiently vigorous to express his 
condemnation of the partisans of social peace and interventionism, 
which appear to him to corrupt the working classes. Syndicalist 
working men have on more than one occaiuon shown their contempt 
for the State by rdusing to avail themselves of measures passed on 
their behalf— old-age pensions, for example. This attitude is perhaps 
due to the influoice of the anardiists upon the leaders of Fren^ 
syndicaUma. (See Book V, dhapter v.) 

The combined effect of this twofold current of ideas — the Neo- 
Marxian and the Anarchist~in turning the French wm^king dasses 
away frmn State Sodaliinn in the years immediately {xreceding the 
I%»t World War is an interesting and very generally recognized fact. 
In at the san^ time a curremt of ideas called Guild Sodahtm, 

almi 10 dill movement in many ways, was tending to itf^ace the 
earlier State Socialism, represented espraally by Mr and Mn Sidney 
Wribb, arid ^ supeixede tiade urum^ It put in iinefront of its 
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programme not the defence of the specific interests of labour but (after 
the abolition of the wage system) die general orgaifization of produc- 
tion. This was to be directed in each branch ot industry by d^e whole 
body of workers and technicians in the industry, who were to con^- 
tute a 'guild/ so that the State, though taking over the ownership oS 
the national capital, would be as far as posdble relieved of the task 
of administering it. Hie State, however, in the opinion of some at 
least of these writers, should retain the fiinction of control and arbitra- 
tion in respect of the guilds, as the representative of the consuxrors.^ 
But when an attempt was made after the First World War to trans- 
late these ideas into reality, and there arose a 'corporative* doctrine 
which combined in a somewhat confused manner not only trade 
unionist aspirations but also the paternalist tendencies of Social 
Catholicism (see Book V, chapter ii) and the desire of employers for 
the federation of industries, the influence of State Socialism on men’s 
minds was once more apparent. For it was to the State that the direc- 
tion of the new corporations was entrusted, when in various countries, 
especially Italy, they obtained the sanction of the law. It has been 
clearly shown by Gaetan Pirou,* in a small but substantial volume, 
how emporatism, bom of a reaction against the excesses alike indi- 
vidualism and of itatism^ turned after all into a new ascendancy of 
the State over industry. In the same way the term 'controlled eco- 
nomy/ which has become increasingly popular during the last twenty 
years, is only a modem label for State Socialism, which is itself applied, 
through the interventionism of 1848, to the old itatime of the e^teenth 
and preceding centuries. 

^ The principal writen in this movement were G. D. H. Cole and $. G. Hobson. 
A food iununary of their ideas is to be found in ui ardde (in French) by Laskine in 
the lUmm i*£ememe poUnqim, 1920, p. 405. The Eeonomk Jmgmd has ato ptddished 
reviews of several of their works. G. D. H. Cole, one of the k>undm of the movement, 
summarising iu fundamental ideas in the Arntriam En^chp^dia rf du Sockl ScUnm 
in 1932, said that it had prc^oundly transformed socialist ideas on natkmaihsatkm, 
and that Ei^[ysh todaltsts now thoi^t that socialised industries and servkts should 
to a great extent administer themsdves, with the worken obtaining an increanng 
diare of control. See tl)« ankle on Guild Socialism In Vol. VII of tl^ 

^ Emis m U mpmEmt (Sirey, Farit, 1936). M. SaHoroo, an ardent mppirtKe of 
corporatinn and e^f^edally of agricultural corporatism, wri tes in his Nmssami it 
mpm^ (Gra»et, Paris, 194a): “Truth compels us to say that the first year’s ex- 
perience of the peasant corpmdem is a success for ikMsm. . . . This h a vakm fiu:t, 
to which it Is our duty to call the attendon of peasants everyudicfe*’ (p. 14), The 
same tendency of the State to absorb and dcmiinate the corporation tt not^ k the very 
important little hodt by Jacques Valdcair, Orgmsatm empmUm it ta SoM ttitlM 
(KoCtMeau, Farit, 1935). 



450 


STATE SO01ALI8M 


IV; STATE CONTROL AND WAR 

The fact is that war has provided State Socialism with its most 
decisive arguments. The term * controlled economy’ that has 
triumphed everywhere during the last quarter of a century is merely 
another name for a war economy. The nineteenth century had known 
a^ long spell of peace, but the twentieth, from 1914 to 1945, has been 
a amtinuous period of war or preparation for war. Now war, and 
especially ^total’ war whidi affects all the principal nations in the 
world as well as every social class in each nation, and in which the 
distinction between soldiers and civilians virtually disappears, means 
the seizure of everything by the State. All productive activity is 
moUlized for the single purpose of defence. Every industry abandons 
production for peace and a>ncentratcs on armaments. Agriculture, 
deprived of its numpower, sees its products growing scarce. Foreign 
trade is limited to essential commodities. Exportation is reduced 
almost to nothing by the limitation of tonnage and the closing of 
frontiers. Every effort is directed to the maintenance of imports. 
The econmny of abundance gives way to the economy of scarcity. 

In these circumstances the State undertakes tasks that are normally 
left to individual initiative. Not only is production completely subject 
to its orders, but the distribution of existing products becomes one of 
its essential functions. The normid functions of commerce are en> 
trusted to the Government. Prices are fixed, and every one’s rations 
are determined by authority, so that the poorest shall not be deprived 
of eoentials by the demand of the richest. In a word, the econotmc 
system that was formerly free bmomes entirely the business of the 
Sta^. 

Thai situation, created by necessity, still continues when the war is 
over. The State finds it hard to relinquish the control it has become 
accuslmned to, aiul there are many theorists to advise it not to. War- 
time economy is a foreshadowing of a communism regarded by many 
theorists as the ideal social organization, an end in itself and not a 
temporary exception. Thus Babeuf in 1795 saw in the war-time 
communism of the Revolutionary War the realization of a moral and 
social ideal d whidi he made himself the prophet. And thus too on 
the morrow of the 1914 war, and iriU m«rc after the Second W<»M 
War, longer and even more devastating, we have a great many voices 
damoudbtig for the ccmtinuancc of what b called ^control* 

In every cmintry in the worid a doctrine has devdoped tiiat preaches 
the retentiem of price control, the rationing of consumption, and the 
pl a nning of impoits atui cxpmts. Along with the growth of eemKank 
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nationalifm in foreign trade has come the control of production at 
home. 

The old and never-ending discussion of the parts to be played by 
the State and the individual in economic life has taken on a new 
vigour^ and the national characteristics of the different countries has once 
more been revealed in the way in which each has solved the problem: 
between the Russian solution and the American the differences are 
immense. In these developments the historian of economic doctrines 
secs not the birth of any new ones, but the reinstatement of very old 
ones, adapted to the new forms of economic life and the use of tiH^hnical 
power infinitely superior to that of past ages. He cannot regard them 
as original intellectual creations capable of giving us new conceptions 
of economic and social life, and for this reason we do not feel it in- 
cumbent on us to quote or analyse the views of any writer in particular. 

The success of the system of ‘controP will depend fer more, in our 
opinion, on the political development of the great States than on their 
sodd md economic development. The more doubtful the chance of 
peace, the more numerous and disquieting the risks of war, and the 
greater the delay in achieving the pacification of the nations, the more 
%vill this dirigisnic grow. And just so far as peace seems more assured^ 
on the other hand, we shall find the peoples of the world drawing 
nearer in their relations with one another to a firee economic federa- 
tion, and in thdr domestic affairs to a fiee understanding between the 
associations of pixxiucers.^ 

* The Cerman economist Professenr Lexis has unfortunately not been mentiofied 
in thh chapter, the Gdtttngen pre^essor had the misforUine of being neither a 
State Sodalist nor a member of die Hiitorical scho<d. His works, dealing with 
various topics — ^mtmey, the population theory, and general economic theory — axe 
scattered through a numb^ of reviews ax>d other publications, espeda&y die 
Jdirkkker flr Jfoihtuddtmmmii md StaHsUk, Sdxdnbcrg^ Handbmhy and the great 
Hmd w drkrMi der Stoalmissenschiiftm. His writii^ are distinguished not mxly by a 
t^nitely setenti^ method of treatmoit, but abo by a remarkable dearness of 
thought While mf^pearing to contintK the tradition of the Qasakal school, he takes 
care to rrioct die qptxmistic cemdusions which are too dten r^punded as an inseparahle 
dement d that tradition. In 1900 Lexb gave us a genoal r€$um 6 of bis tea t^n g in 
die Mgmmim \diere he treats of die ecosKmne wodd as con^ 

emtied merely with the ctrculation c€ goods. In addition to axt imeresting theory of 
crises, upon whkh we cannot dweQ just now, die most ordinal part of die wprk 
consists of a theory ccmcemii^ the method d dbtributing the social product between 
wodceriatidcaplti^its. Leris dmii^t that ah material gc^ were induced by labout 
and measurable in terms d labour. Hie problem then ii to detennine where the 
eapitaikt gets his income. The cajdtalist’s profit is not the residt of esqildtation, as 
Marx thoo^tr bm h rim{dy what is added to the sale pxloe— n simi cormpo m hng to 
dto o^dni^bintarmth added to die sum rqnts^itxngdtowoitamt’s wages. Profit 
origioatm in dtotfdieioofdiculad But how wiU dih increased sak jxrkse benefit 
the c^dtaHns, sei^ that under erisdng conditions the workers can only hriy ihi 
eqtdvilefld of the pfodKien winch they have thready hd^ to pro^ioef We modi 
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CHAPTER III: MARXISM 

I: KARL MARX» 

Every one knows of the spell cast over the socialism of the twendedi 
century by the doctrines of Karl Marx and thecontempt with which this 
newar so-called scientific socialism refers to the earlier or Utofnan kind. 
But what is even more striking than the success of Marxian socialism 
M its wants of sympathy with the heretical doctrines of its predecessors 


to rciiiember« however^ that they produce for the capitalist as well as for thcmsdves, 
and die mcmey thm obtained the w<nking classes are enabled to buy whatever 
they need at market prices — at a price that indudes interest, whkh constitutes 
the ca{tttalist*t profit. Whenever die cafHtalists themsdves purchase goods made by 
themselves they are reciprocally benefiting <mc another. Iketr class position is not 
modified by su^ procedure, for each tf^tn^nmur singly draws profiu in proportion 
to his capital. And so we avc^ the most serious olijection whkh can be raised to 
Marx’s theory. This explanation of the mrplus value received by the capitalists is 
at least very ingenious. Lexis was mostly i^uenced by Marx and Rodbmus, and 
he attempt^ a fiision dT their more vigoroin conceptions. Dcsfute the objections that 
might be raised to it, the work ts certainly one of the most original of the German Schoed. 

^ Karl Marx, generally ^xiken of as a Jew, was bom cm May 5, 1818, of Jewish 
parents who had been converted to Protestantism. Bom of a respectable bourgeois 
fiunfiy and wedded to the daughter of a German baron, few would have predicted 
for the career of a militant acxialsst. Such was to be his lot, however. In 1843, 
at the age of twenty-five, the authorities having suppresMd a newspaper which be 
was conducting, he fied to Paris, and thence to Bnusek. Returning to Germany 
duripg the Rei^ution of 1848, in which he took am active part, he was again exprikd, 
and this time took refiige in London (1849). Here he ^pent tJ^ rest of hit life (about 
thkty yean), leaving iof France a sl^ time before his death in 1883. He clied at 
Loodofi on Mardi 14 in thau year. 

Ahhoufl^ Marx was one of the kunders and dsrecton of the Camoisi assoc i a t i on 
knoam as the ’^Intemadonal,” wluch %vai the terror of every European Govemment 
b et ween 1863 and 1879, he was nod a mere revolutknary liice his rival Bakunin, nm 
was he a famous trihim of the peofde like Lassalle. He was esMnthUly a studem, an 
affectionate father, like Proudhon, am indefatigable traveller, and a man of great 
culture. 

The ben-known of hh wmkt, which is fiequentfy quotidi but seldom read, is Xfef 
Kapildp of adndi the first voiume^tlM tmly one ptildished duris^ his lifetsme--- 
^ipeared in 1867. The other two vdumes were hit^ after hh des^ in 1885 and 
18^ tkoough tlM efiSxti of bis odiabormtor Engeh. 

tife boefi; exercised a great influence upon nmeteenth^century tliomht» ^ 
prribably no work, with die eaceptkm of die ^hle and Om Pandects, hm gtvm rite 
10 such a host of commentaloti and apofe^sii. Marx’s other writin^t, thoi^ much 
km fiequentl^ quoted are also mcceedlng^ important, especsatly la Misin i$ la 
pkMied In 1847 in awwer to Ptouclihoii’t L$$ CammMarn Aanomi^m; 
^ Iriiifi dfrfiaUiMm Oskaamk (1859); and $»ankulariy the Cmmtmiti 
pohBdied in Jinuary 1848. The k merely a potn|diiet, and at fim it 

attracted icar^ any a tt ent i on , but Labriola goes 10 far ap tosay—not %rithout some 
muiMWdfeih gcthig iiM^ that ’’dm date of in pabfieatkm amkt die baikning of R 
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the Communists and Fourierists, and the pride it takes in r^jasding 
itself as a mere development or rehabilitation of the great Classical 
tradition. 

To give within the limits of a single chapter a r^sum<i of a doctrine 
that claims to review and to reconstruct the whole of economic theory 
is deaiiy impoS8ible» and we shall merely attempt an examiimtion of 
two of Marx’s more essential doctrines, namely, his theory of surplus 
labour and value and his law of automatic appropriation^ more 
femiliarly but less accurately known as the law of concentration of 
capital. The first is based upon a particular conception of exchange 
value and the second upon a special theory of economic evolution. To 
employ Comtean phraseology, the one belongs to the realm c£ econo- 
mic statics, the other to the domain of economic dynamics. 


I. SURPLUS LABOUR AND SURPLUS VALUE 

The laborious demonstration which follows will become clearer if 
we remind ourselves of the objects Marx had in view. Marx’s aim was 
to show how the propertied class had always lived upon the labour of 
the non-propertied claves — the possessors upon the non-possessing. 
This was by no means a new idea, as we have already made its acquain- 
tance in the writings of Sismondi, Saint-Simon, Proudhon, and 
Rodbertus. But the essence of the criticism of these writers was always 
social rather than economic, the institution of private property and its 
injustice being the chief object of attack. Karl Marx, on the other 
hand, deliberately directed the gravamen of the charge against 
economic science itself, especially against the conception of exchange. 


new era** (Ess 4 n s» k Qmctptkn maUrudisU de VHistovn^ p. 21). At any rate, it is the 
breviary of modem socialism. There is scarcely a single one of its phrases, each of 
which stings like a dart, that has not been invoM a thousand times. The Fngramm 
^ th$ Cmmmmist Maniftsio is included in £nsor*t Modtm Sockdum, 

It is a much-debated question as to whether Karl Mar* was induenced by Fmidi 
sodalisis, and if so to what extent. On the question oi his indebtedness to Fecqu^ 
and Proudbon see Bourguin's article in La Btom d*£cmitmai ^ ^ 

mbs FrmSm ft JT. Marx. Froudboa’s vrotk^ at any rate, was Imown to 
for one of hts books was a refutation of the doctrines of the peHi as he called 

him. Certain analogies between the works of these two writers to which we shall have 
to call atte nt ion will help us to appreciate the extent to which Marx is indebted to 
ProudboiL But, as Anton Mci^ hm pointed out, we must seek hte’s anleccdasti 
among Engjisb socialists, in the works oi vmim like Thompson espedaBy. N<w 
must we foi^get his friend and collaborator Friedrich Engels, ute for the sake of hit 
matler has been content to ronain in the background. Engels cdJaborated in the 
imMimuionoftlielimiomM 1848, and it was he ifrim pkntsly cdlec^ 

edited Kart Man^s posthumous work. It is difficult to know exactly whak part he 
played in the development of Marx’s ideas, but it h highly probable th^ it umi 
oooiidce^shle. 
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He endeavours to prove that what we call ocploitation must always 
exists that it is an inevitable outcome of exchange — an economic 
necessity to which both master and man must submit. 

It is convenient to begin with an examination of economic value. 
Marx lays down the doctrine that labour is not merely the measure 
and cause of value, but that it is also its substance. We have already 
had occasion to note how Ricardo was somewhat favourably inclined 
to ihc same view, though hardly willing to adopt it. There is no such 
heritation on the part of Marx: it is all accepted in a characteristically 
thorough fashion. Of course, he docs not deny that utility is a neces* 
sary condition of value and that it is really the only consideration in 
the case of ^value in use.’ But utility alone is not enough to explain 
value in exchange, since every act of exchange implies some common 
dement, some degree of identity bet%veen.thc exchanged commodities. 
This identity is certainly not the result of utility, because the degree of 
utility is different in every commodity, and it is this difference that 
const^'tutes the roinm of exchax^. The common or homogeneous 
dement which is contained in commodities themselves heterogeneous 
in character is the quantity of labour, great or small, which is con- 
tained in th^. The value of every commodity is simply the ammmt 
of crystallized human labour which it contains, and commodities differ 
in value according to the different quantities of labour which are 
**8odaIly necessary to produce than.”^ 

Let us take the case of a working man, an employee in any kind 
of industry, working ten hours a day. 

What will be the exchange value of the produce erf his labour? It 
will be the equivalent erf ten hours’ labour, whether the ccunmodity 
product be cloth or coal or what not. And since the master, or the 
capitalist, as Marx always calls him, in accordance with the terms erf 

t Mars caUi attentiofi to the &ct that even Ariitotfe was puzzled by this cofnsKm 
ekment vdiich exchanged otjecti seemed potMss, and by the fact that exchaiHie 
l^>peared to make them of equal value. Wesay that 5 beds «« i house. **Whafbthat 
equal so me thi n g, that cmximon tufatunce, whkh admits of the vali» d the beds 
bdbf exfxeMsdhyahousd Such a tiung, in truth, cannot OEUt, says Arlstotte. And 
whynot? Compared iridi the bedi the house does reptesent something equal m them, 
itt so fiu*as it r e pr e sen ts nrhat is really equal, both in the beds and the house. And 
that Is^imian labour.** p. 29; Mome and Aveliiig*i trintlaaon--^o 

the Trandator Is inddued for the sumeding quotations also). 

we make abstracdon ijt>m its use-vahie we mJke abstraetiofi at die dme 
from die maierial dements and shapes that make the product a use^ue. . , « Its 
extenceasasnaterialdihigitpinoutor^t. Neither can it any loe^ be repuded 
as die product of the hdxmr <rf the joiner, the masem, die spinner, or of any odicr 
defridte Idnd of productive labour * . . diere b nothing left but what b common to 
Pentad; ag me reduced to one and the satne sort of Idjataw Ottim^i^ fffm itr In the 
a hit r aci .** p« 5.) 
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the wage bargain, re8erve8 fcnr himself the right of disposing of that 
commodity, he sells it at its real value, which is the equivalent of ten 
hours’ labour. 

The wcMrker himself is cut off with a wage which simply rejmsents 
the price which the capitalist pays for his labour force {Arbeiiskfaft)^ 
ami the capitalist reserves to hhnself the right disposing of the com* 
modity at his own good pleasure. Its value is determined in the same 
way as that of every other exchangeable commodity. Labour-force 
or manual labour is just a commodity, and its value is determined by 
the number of hours of labour necessary for its production.^ 

“The quantity of labour necessary to produce the labour-force” is 
a somewhat formidable expression, and it is very difficult for anyone 
who is beginning a study of Marx to appreciate its significance, but it 
is very essential that we should try, since everything turns upon a 
dear understanding of this phrase. But it is resdly not so mystericnis 
after all. Suppose that instead of the labour of an artisan we take 
the wcMrk of a machine. No engineer would be surprised if we asked 
him the running expenses of that machine, and he might reply that it 
was costing one or two tons of coal per hour or eight or twelve per 
diem\ and since the value of the coal mcrdy represents a certain amount 
of human labour on the pan of the coal-miner, there would be no 
difficulty in expressing it in terms of labour. Under the wage system 
the labourer is simply a machine, differing firom the latter merdy in 
the smaller quantity of wealth which he produces. The value of an 
hour’s labour or a day’s toil can be measured by the quantity of 
necessaries required to keep the worker in full productive efficiency 
during that period. Every employer who pays wages in kind — 
which is still partly the case in some agricultural countries — always 
makes that kind of calculation, and even when the wcHrker is paid a 
money wage things are much the same, for the money simply 
representi the cost of those necessaries. 

Let us proceed a step farther. The value of the conunodities neces- 
sary for tte upkeep of labour is never equal to the value (ff the product 
of that labotu*. In the instance given it would not equal the value of 
ten hours’ labour — perhaps not even five. Human labour under 

^ *^Tlie capiulist cpodi is therefore charscteriied by this, that li^Kytiiwpower takes 
hi die eyes d the labourer hiimelf the form ot a commodity It h» pr opcrt yi 
hh kbour eontequmdy becomes wage-labour. .. . Ohm the iisdivkiual, foe pmduo- 
tlon of labour-power coosasci in hit teproductioii of hiimdf or hit maintenance. For 
hk maintenance he requires a given quantity of the meam of mbalitencc. Tberefine 
the labomwtiiiie requbite tir the production of lidxninpower reduces itsdf to that 
necessary for foe pmductkm of those means of suhsitteftcet in other words, foe mkm 
of lahour^power h foe vahie of foe meam of tubsisteiice noceisaiy for the mahsMiaoi 
oltlielahouior” P* 
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normal conditions always produces more than the mere value of the 
goods consumed.^ 

This is the crux of the problem. Hie mystery surrounding capitalist 
production is at last solved. The value produced by the labourer 
passes inUi the hands of the capitalbt> who disposes o£ it and gives back 
to the labourer enough to pay for the food consumed by him during 
the time he was producing the ccmunodity. The difference goes into 
the capitalist’s pocket. The product is sold as the equivalent of ten 
hours’ labour, but the labourer receives the equivalent of five hours 
only. Marx speaks of this as surplus value {Mekrwerth)^ a term that 
has become exc^edii^y popular since.* 

Thus the capitalist gets ten hours* labour out of the workman and 
only pays him for five,* the other five hours costing him nothing at all. 
During the first five hours the workman produces the equivalent of 
his wages, but after the end of the fifth hour he is working for nothing. 
Tlie labour this extra number of hours during which the surplus 
value is being produced, and for which the worker receives nothing, 
Marx calk surplus labour. By that he means the supererogatory labour 
which yields nothing to the worker, but merely involves an extra tax 
upcm his ener^es aixl simply increases the capitalist’s fortune. 

Naturally the capitalist’s interest is to augment this surplus value 
vdiich goes to swell his profits. This can be effected in a number of 

^Tbis dememstration implies that the %«ragcs drawn by the worker » necessarily 
only just equal to the value d the means d his subsistence. It is the old claMic law 
of Turgot and Ekardo over again, which Lassalle, Marx's oemtemporary and rival, 
gnqihiCBily called the **hrazen law of wages.'^’ We arc dmpty given a more sdentihe 
demonttratkm of it, that is all. 

Tbedemonmatioo is based upon a postulate which ought foil to have been proved, 
namdy, that the quantity of labtxir necessary to keep the worker alive is always kis 
than dte quantity which he fnovides for his mast^. But what is there to prove that 
a man who works ten hours a day does not require all those ten hours to produce 
suffident for hh upkeqi? Is there tociw natural law that supports this contentioii? 
Marx dmply regaids it as an axiom and auempts no proof Every cme would admit 
it to be true in a general way — as a kind of empirical law. For wtrt it true that man's 
labour was vdioily absorbed by the necessaries of life therr would be no increase of 
numbtti, no saving of capital, and dviltzadon, which it the product of Idsure, would 
never have been poiiihle, 

W^t we have here is the Phytiocratsc * net product * once again, with diii difleresice, 
that instead d’ being conined to agricultural labour It k now i^lgirded as an attribute 
d labotn^ of every kind. 

*^p. for what » said dSkmondi and hiicofx^ptkmd'tnmorieitt value/ 

* It k necesiafy to point out that this propmtkm, whkh gives half the value to hand 
lalam, leaving 100 per cent, surplus vah^ is put forward tnmly for the sake d 

ttiMadoo. Soote Marxians, however, among whom is Juki Ottes^datinthm this 

k acmaBy the proportioii in fmtetice. Marx ImcmU would probably have been 

mom asodetafo fo hk esdntate, because fo otte part d hk thedk be aooepte dte ita^ 
meni d Enil^ manuteturers wim declared that k was just the Ian boite dim imm 

iffxOi w wi r mtpihIn ^ 
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ways, and an analysis of some of these processes is one of the most 
diaracteristic features of the Marxian doctrine. This analysis may 
be summed up under tw6 main divisions. 

1 . The first method is to prolong the working day as much as pos» 
siblc in order to increase the number of hours of surplus labour. If 
the number of wmrking hours can be increased firom ten to twelve the 
surplus vdll automatically grow from five to seven. This is exactly 
what manufacturers have always tried to do. Factory legislation, how« 
ever, has forced some of them to limit the number of hours, and this 
has resulted in checking the growth of surplus value somewhat. But 
this check applies only to a limited number of indtistries. 

2. A second method is to diminish the number of hours necessary 
to produce the workcr^s sustenance. Were this to fall fiom five to three 
it is clear that the surplus would again rise fi"om five to seven. Such 
reduction is possible through the perfection of industrial organization 
or through a reduction in the cost of living, a result which is usually 
effected by means of co-operation.^ The capitalist also often manages 
to bring this about by setting up philanthropic institutions or by 
employing women and children, who require less for their upkeep than 
adults. Women and children have been taken from the house, and 
the task of housekeeping and cookery has been left in the hands of 
the men. But laws regulating the employment of women and childroi 
have again defeated these tactics.* 

Such b a very brief summary of Marx’s demonstration. Its real 
originality lies in the fact that it does not consist of commonplace 
recriminations concerning the exploitation of workers and the greed 
of exploiters, but shows how the worker is robbed even when he gete 
all that he is entitled to.* It cannot be said that the capitalist has 

^The development of machinery, according to the Marxian theory, tends to 
reduce the cost of living, and consequently the price labour, by producing dbtapet 
dothes, fiimiture, etc., and to a lesser ex^t cheapo* food. 

By partly of leasoning ought it not to reduce the price of gooch produced by the 
wage-earner and so lower die surplus value? We must be carefid, however, not to 
confuse a reduction in the price each unit with a reduction in the total value of the 
arddes produced by mac^ery. A yard of doth produced by a modem loom has 
not the tame value as a yard product by an dd hand-loom. But the vahie of the 
total quantity produced each day must bt equal to die value produced by hand, 
provided the same number of hours have hem ipent upon its production. 

* Marx points out that thm are other ways d increami^ the amount of work done 
aid d adding to the surplus value, such as the speeding up of labour. Speeding tq> 
does not increase the value of the goods, because the ^ue depends upon the dme 
spent iqxm them, and not tqxm the intensity of the effort put fo^ bat it docs kwer 

coil of produetkm. 

s *«Our friend Money-bags . . . must buy hh cmnnKMfities at didr value, must sett 
them at their value, and yet at the end cf the process must udthdraw valuh 
from circulation he threw into It at starting. « « • These are the coaidhioiis dF 
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robbed him« He has paid him a &ir price for his labour; that is, he 
has given it its full exchange value. The conditions of the wage bargain 
have been observed in every particular; equal value has been given 
in exchange for eqiial value. Given the capitalistic regime and the 
free competition of labour, the result could not be otherwise. The 
worker, perhaps, may be surprised at this unexpected result, which 
only secures him half the value of his labour, but he can only look on 
like a bewildered spectator. Everything has passed off quite correctly. 
The capitalist, no doubt, is a shrewd person, and knows that when he 
buys labour pow^ he has got bold a good thing, because it is the 
only merchandise which possesses the mysterious capacity of pro- 
ducing more value than it itself contains.^ He knows this bdbrehand, 
and, as Marx says, it is ^^the source of considerable pleasure to him/* 
*^It is a particularly happy condition of tlungs when the buyer is also 
allowed to sell it wherever znd whenever he likes without having to 
part with any o£ his privileges as a vendor.** The result is that the 
worker has no means of defence either legal or ecmiomic, and is as 
helpless as a peasant who has sold a cow in calf without knowing it. 

Hitherto we have spoken only of labour. But the outstanding 
personage in the book — the hero of the volume — is capital, whose 
name appears on the title-page. Our exposition of the Marxian doc- 
trine of production would accordingly be very incomplete if we omitted 
to make reference to his treatment of capital. 

Taken by itself capital is, of course, sterile, for it is understood that 
labour is tht sole source of value, l^t labour cannot produce unless 
it cemsumes a certain proportion cf capital, and it is important that 
we should understand something of the onnbination o£ capital and 
labour. 

Marx distis^uishes between two kinds of capital. The first serves 
fixr the upkeep tff the working-class population, either in the w'ay of 
wages or diim subristence. The tdder wyoornim refarred to it as 

die pcobknti. me RhednsI kk sdui/** (KapUd, p. 145.) p. ^15, where tomethli^ 
It said about the different jdiatet throui^ which the idea of exploitatioi) has ptiard 
Ahhottgh Matx oever sayi that the weaker it actually roldied by the cafxtaiist, 

botiiii^lily thattbccapitaiktptofalwcircuaMtafKeiwiiaAhebpowedaatodiafl^ 

that hai not prevented hkn from tieatti4t the capitalitt tomewhiu harshly and ttqjuttly 
even, jti^png from hk own poiiit of view. He ipeakt of the aqdtalitt at **a van^dre 
vdndi thfivei upon the bio^ of others and becomet stouter and broader the mote 
blood It gets.** might have added that no blame could be attached to the vampire, 
teemg dial it only obeyed the tendencies of its nahire. 

t Otfntiig his money into eoeamo^ka that serve as the material t liw nis of 
a new prodanctt and as frurtors m die labour proceii by incorporating living labom 
vddi dMdr deed nibttanoe, the capitaiisi at the tame dme con v e m valtio-is., past, 

niaieiladaed* mid dead Jiboiiiw.Hnm o^tal, inm value big with vahie, a lii^ mo^ 

Alt Is fruiM and m t d t^il kt/* (ibkL, p. 1^) 




SURPLUS LABOUR AND SURPLUS VALUE 439 

tfie Wages Fund, and Marx calls it ^^variable capital/’ If this kind 
of capital does not directly take part in production, it is this fund, 
after all, when consiuned by labour that be^ts value and the surplus 
which b attached to it. 

That other kind of capital which directly assbts the productive 
activity of labow by supplying it with machinery, tods, etc., Marx 
calls ’’constant capital.’* This latter kind of capital, which is not 
absorbed or vitalized by labour, does not result in the production d* 
suridus value. It simply produces the equivalasit of its value, which 
is the sum total of aU the values absorbed during the time vAiea it was 
being produced. This constant capital is evidently the crystallized 
product of labour, and its value, like that of any other product, is 
determined solely by the number of hours of labour it has taken to 
produce. This value, whether it include the cost d producing the 
raw material or merely the cost of labour employed in elaborating it, 
should be rediscoverable in the finished product. But there is nothing 
more — no surplus. The economists rder to this as depreciation, and 
every one knows that depreciation implies no profits at any rate.^ 

It seems quite obvious that it is to the interest of the capitalist to 
employ only variable capital, or at least that it will pay him to reduce 
the amount of constant capital used to the irreducible minimum.* 
But we are here met with an anomaly which is the despair of all 
Marxian commentators, and which must have caused Marx himself 
some amount d embarrassment, if we may judge by the laborious 
demonstration which he gives.* 

* A potter working with hit hands makes a vase in ten hours; each vase, then, 
coats ten hours* labour. The same potter decides to make a wheel — a q^ecset of fixed 
capstaL Setting up the wi^ was a hundred hours* task. If he still continues to 
produce mdy one vase ptr dMm, whidi b a perfectly absurd pn^xmdon, fiar he would 
never have gone to die trouble of making the wheel if it did not mean some advantage 
to him, the value of each vase will now be lo hours + too hours divided by x, whi^ 
is the number d vases he would have produced had he not wasted his time making 
a whedL 

* Take two indu^ries, A and B, each employing a ci^ital d £tooo. In A the 

amount d fixed capiui is £ioo and circulating In B the fixed £900 and 

the circukting £too. Admitting that surplus value is at the rate d too per cenL, as 
m the exanspte chosen just now, the total sur|dus value in A will be £900, equal m 
a profit d9o per cait. on a capital d ,Ciooo. B, on the other hand, will only make 
£100 profit, whkh is equal to 10 per cent 

* Tl^ cx|danatioo only appean in the later volumes, which were pubibhed after 
hbekath. 

It it true that Marx had drawn attention to the contradiction in the fint voluinice, 
but no esqtlanation was forthcoming until the later volumes iqipeared. Having 
stated that the greaM quantity d surplus value b the dbect result d 
pr^iortton d dnculating oqiltal employed, he proceeds: ’*Thb kw deaify eesmatt 
dkti all aqperienee baMxl tm appearance. Every one knows that a cottoiHqpbiM 
%rbo, foekoi^ the percentage on the wbok d hb applied capi t al , employi wmtM 
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If fixed capital is really unproductive, how is it that modem produc* 
tion is always increaring the quantity of fixed capital which it employs, 
until this has now become one of its most familiar features? Is it 
because it yields less profit than that yielded by the smaller handi^ 
crafts or agriculture? Again, how are we to account for the variation 
in the rates of profit in diffoent industries according to the diffeitmt 
quantities of capita] employed, seeing that it is an axiom of political 
ecemomy that tmd«r a regime of fiec competition with equal security 
ftwr everybody the returns on different capitals should everywhere be 
the same? 

Marx replies by saying that the rate of profit is the same for all 
capitalists within the country, but that this rate is the average of the 
different rates in all the different industries. In other words, it is the 
rate diat would obtain if every industry in the country employing 
varymg amounts fixed and circulating capital formed a part of one 
whde* It must not be thought of as a kind of statistical average, but 
smply as a kind of average which competition brings about. The 
result is other than might have been expected.^ Those industries which 
have a large amount of variable capital — ^agriculture, for example — 
find themselves with just the average rate trf* return, but draw much 
less in the way of surplus value than they had expected, and so Marx 
refers to than as undertakings of an inferior character. On the con- 
trary, those industries which possess a large amount of constant capita! 
draw more than their capital had led them to hope for, and Marx 
rrfers to than as industries of a ^perior character.* Hence those 
industries which employ a considerable amount of machinery expand 
at the expense of the others* It is b<!x:au5e the former kind find them- 
sdves in a more favourable position, or, in other words, realise greater 

ooQSlaat and little variaye capital, does not, on account of this, pocket kss profit or 
stsTf^ value than a baker who i^tivdy acts in motion much variable and little 
oonstant a^ud* For die sohitioo of this wpfmreni oontradictioo many intermediate 
termi are as yet ivanted, as firom the standpoint of elementary algebra many inter* 
m e dkte terms are wanted to demonstrate that § may represent an actual magnitude. 
* , * Vulgar ecemomy, wbkh, inefeed, hat really teamt nothii^, here, as everywhoe, 
sddka to i^i pc a r anca in of^xmtian to the law which regulates and oqdams diesn.^ 
p, ^74.) 

It h prcdiable that Marx was ikX very well satkfied with his expbmatioo, which 
may account fer hb rductanoe to puldish it during Ins isfedme* 

* in the example just given suppose A and B represent the uxal Industry of fee 
axmtiy: the whole national industry will be made up of £^00 4 - ^100 drcuhtttng 
cafihai mod jgioo 4 jggoo fixed^**^aooo idtogether. If fee susplus value be at fee 
mmoffOO|iar€ait.offeedrctdatmgci 4 dtal,feetcitaici^talvriue%i^ 4 

£tm «» jCiooo on a eigxtai of £uooo, or m percenMc of 50. 

*ming fee example given on p. 45^ fee m^ of £900 4 £100 £500, and 

Infentry A, Instead €£ 90 per imat, wiU dime only 30 per cent* pmfit, whik indu^ 

Btteteedoffexwingmdy to per cent, wffi draw 50 per cent, 
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profits^ that they do employ surplus labour, item which surplus value 
is naturally derived.^ 

While admiring the ingenuity of the dialectics, we must not blind 
ourselves to the simple fact which Marx was so anxious to hide, but 
which is nevertheless implicit in all this, namely, that the rate of profit, 
which means also the value of the goods, is regulated by competition 
— ^that is, by demand and supply — ^but bears no relation to the quantity 
of labour employed. We must also remember that the entrepreneur^ far 
from seeing his profits diminish as he employs less human labour, finds 
them increasing. This contradiction is just one of tibose flaws that 
finally cause the downfaU of the majestic edifice so laboriously raised 
by Marx.^ 

2. THE LAW OF CONCENTRATION OR EXPROPRIATION 

The law of concentration of capital,* which can only be interpreted 
in the light of economic history, is an attempt to show that the regime 
of private property and personal gain under which we Uve is about to 
give place to an era of social enterprise and collective property.* Let 
us try to follow the argument as given by Marx. 

*Wc have indifierenUy employed the tenm ‘profit* and ‘surplus value* simply 
because the former b a much more familiar word. But we must warn die reader 
against thinking that the two terms arc synemymous. The surplus value b all diat 
part tite value of the produce whkh b over and above the expenses of labour 
involved in its production — that enormous slice which beemnes the property of every 
class in society except the workers, not merely the empkym, but merchants, land- 
lords, etc*; while profit b that part <rf the surplus value wh^ the employers ei labour 
keqp for their own use. The rate pre^t also b something quite difiereiit fipom the 
percentage of surplus value, as we shall see later. 

We must call attentkm once more to the different interpretations which have been 
Ipven of die term ^profit.* Marx and the Englbh econotnbts take die word to com* 
prbe die whole revenue erf capital under a r^^tine of free competition, no dbdniction 
being drawn between profit properly so call^ and interest. To-day we understand 
by fmrfit the income drawn by the dbdnct from the capitalist — as the 

result of certain fiivourable drcumstanc^ notably imperfect competition. 

It would be absurd to qieak of a law of equality of profit, seeing that pre^ as we 
have defined it, b, like rent, a differential revenue. 

* We are fully aivare erf the fM:t that our meduxi of aj^roach must i^>pear absurd 
fimn the Mandan standpoint, because it lays Marx open to the charge df ttartkig 
with a preco nc eived klea, muc^ afier the style of econombts like Basdat, finr example. 
Such a method, it b contended, b utteriy unscientific and unwordiy of a great mbidl 
ilkeMaix*s. 

However great he may have been, we cannot bdp thmking dial, in cosmum with 
most sekntists, be d b e ov tred just what he was iooldng Rn, 1 ^ it would be dlfBadI 
to prove that Marx was not a soctaibt long before he began the writittg trf KefMk 
even long befrre he had constructed a syston at all. 

Ottr c^ect in stidtng the ccmdudmi first <rf all b to hc^ the reatkr to m undeii^ 
itxndifig of the irgument, but it b quite open to anyone who dunks 4iffecen% li| 
say that Marx had not the least idea vdiere the analysb would khd him. 

* Tl|e general urn of the tern ^edOeedvism’ h larg^ due to MQiBe ^ecjlp 
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Again must we cast back our thoughts to a period before the earliest 
beginnings of capital in the sixteenth century — a period when, accord- 
ing to the socialists, there existed neither capital nor capitalist. Capital 
in the economic sense of a mere instrument of production must have 
existed even before this time, but the socialists are of opinion that it 
bad quite a different significance then, and it is important that we 
should appreciate their point of view. Their employment of the term 
is dosdy akin to the vulgar use of the word as anything that yields a 
rent, and yields the said rent as the result, not of the capitalist's labour, 
but of the toil of others. But under the guild system which preceded 
this condition of things the majority of the workers possessed most qf 
the instruments of production themselves. 

Then follows a description of a series of changes which we cannot 
attempt to study in detail, but which forms a singularly dramatic 
chapter in the writings of Marx. New means of communication are 
established and new markets opened as the result of important 
maritime discoveries coupled with the consolidation of the gr<»t 
modem States, the rise of banks and of trading companies, and the 
formation of public debts. All these resulted in the concentration 
of capital in the hands of a few and the expropriation of the s m all 
fNrqnrietor. 

But this was only a beginning. If capital in this newer sense of 
an instrument for making profit out of the labour of others was ever 
to come into its own and develop, if the surplus labour and surplus 
value of which we have given an analysis were really to contribute to 
die growth and upkeep of this capital, it was necessary that the capita- 
list should be able to buy that unique merchandise which possesses 
mck wonderful qualities in the open market But labour-force can 
nevar be bought unless it has b^n previously detached from the 
instruments of production and removed from iu surroundings. Every 
connexion with {nrepoty must be severed, every trace feudalism 


leexivitm* oocuss slmoit on every page of tbe the term ^commiinum,* 00 

^ odier hand, k never once einployed. 

Jsmci Guillaume, in the preface to VoL II of the French edition of Bakumn't woHu, 
p. xiQcyi, givei the kUawixig account of the origin of the word ^coiiecttvtsm*; ** At the 
fixtfth GeneraICkmgremoftheInternatkmal, held at Bile in 1B69, almost every delegate 
voiodki favour of collective pro pert y Bat there wem two dktinct opinksu cheridied 
by dieddegates present. The German-Siriis, the £n^h, and the German delegitci 
wcfe reaOy State coroiniiiiists. The Spankh, Belgian, French«Swiii, and most of the 
F^nench d de gst es were isderal or miarchitt communkti who took tbe n am e of cdlec- 
drisu. B al mnin belonged to tbe secemd gcottp, and to this group abo bdonged the 
Bd^sn FMpe and tl^ French Varlin.** Bak»m*n atways spoke of f ilmadf as a 
eoQecdvifi a^not a conununiit, and in thk respect he diHm bom Mara. Tbeluddt 
of d^debig diiU att aniuehiiu aiei eotninimastt k laffsly due m 
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and of the g^d system must be removed. Labour must be free — 
that is, saleable; or, in other words, it “must be forced to sell itself 
because the labourer has nothing else to sell.’* For a long time the 
artisan was in the habit of selling his goods to the public without the 
intervention of any intermediary, but a day dawned when, no longer 
able to sell his products, he was reduced to selling himself.^ 

The creation of this new kind of property based upon the labour 
others meant the extinction of that earlier form of property founded 
upon personal labour and the substitution for it of &e modmi prede* 
tariat. This was the task to which the bourgeoisie resolutely set itself 
for about three centuries, and its proclamation of the liberty of the 
labourer and the rights of man is just its pscan of victory. Its task was 
accomplished. The expropriated artisan who was already swelling 
the ranks of the proletariat seemed an established fact. 

In reality this end was only partially accomplished even in the more 
capitalistic countries, but that there is a general movement in that 
direction seems clear in view of the following considerations. 

(a) TTic most suggestive fact in this connexion is the growth of 
production on a large scale, resulting in the employment of machinery 
and in the rise ol new forms of organixation such as trusts and cartels, 
new systems that were unknown in Marx’s day, but which have helped 
to confirm his suspicions. These trusts and cartels are especially im- 
portant fit>m a social point of view because they not only absorb the 
capital of the small independent proprietor, but swallow the medium- 
sized industry as well. This wonderful expansion of production on a 
large scale means a corresponding growth in the numbers of the 
prdetariat, and capitalism, by increasii^ the number of wage-earners, 
helps to swell the ranks of its own enemies. “ What the bourgeoisie 
pn^uces, above all, therefore, are its own gravediggers,”* 

(b) Over-production is another fiiiitfiil method. Acontractiemofthe 
market results in a superabimdance of workmen whose services are 
always available. They form a kind of industrial resarve army upon 
which the capitalist may draw at his pleasure — at one moment indis- 
oiminatdy taking on a numbor of them, and thrown^ them back on 
to the streets again as soon as the demand shows signs of slackening.* 

* ttiink we can perceive a change in the physingnomy of om dramaHs pmotm* 

He who before was the money-own<^ now itrides in fomt as o^talist; die p o w cw or 
ofUbour-power follows as his labourer. The <me with an air of importance, smlrl^ 
intent on businem; die other dmid and holding back, like one who is brtns^ hh 
own hide lo miuket and hat nt^hing to aqject but— a hidiiig.** p. 155.) ^ 

* One of tl^ chief objects of the trusts k the avoidanoe of over-production, but that 

does not mean ksi unesnployinent; mi the contrary, a part erf diir poJky oo dt i st i ht 
rioehig dom cotidn estaldidiiiienu whkb appear to be tini^^ 
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(c) The concentration of the rural population in towns is another 
contnbuting factor* This movement itself is the result of the disap^ 
pearance of the small holder and the substitution of pastoral for arable 
farming, the outcome of it all being an addition to the ranks of the 
expropriated proletariat of an increasing number of hitherto inde- 
pendent proprietors and producers. 

Such is the advent and growth of capitalism. It comes into the 
work! “with bloody putrescence oozing out of every pore.” How 
different is the real history of capital from the idyllic presentation to 
which we are treated by the economists! They love to picture it as 
the slowly accumulated fruit of labour and abstinence, and the co- 
existence of the two classes, the capitalists and the workers, is supposed 
to date from an adventure that befell them both a few days after 
creation, when the good and the wise decided to follow the high road 
of capitalism and the idle and vicious the stony path of toil. 

In reality capitalism is the outcome of class struggle — & struggle 
that will some day spell the ruin of the whole regime, when the expro- 
priators will themselves be the expropriated. We arc given no details 
as to how this is to be accomplished, and this abstention from proph«:y 
distinguishes Marx from the Utopian ^ialists of the last two thousand 
years. His one object was to show how those very laws that led to the 
establishment of the regime would some day encompass its ruin.^ The 
force of circumstance seemed to make self-destruction inevitable. 
“The capital regime,’’ writes one Marxian socialist, “begets its own 
n<^tion, and the process is marked by that inevitability which is such 
a feature of all natiuai laws/’* The following facts are deduced as 
proofi that thb process of self-destruction is already in course of being 
accmnplished. 

(a) Industrial crises, whether of over-production or underKX>nsump- 
ti<m, have ahready beemne a chronic evil. The fact that to some extent 
they are to be regarded as the direct outcome of the capitalist system 
rf production cannot prevent their danu^ng that system. The con- 
timud growdi of fixed at the expeme cd* dreulatir^ capital, involving 
as it does the substitution of machinery for hand labour, must also 
invedve a omtinual reduction of the surplus value. In order to counter- 
act Ak tesulency the capitaUns find themsdves forced to tceep ahead 
vn&k produedon; they arc driven to rely upon quantity, as diey ptit it. 
The4vcH:kers, on the other hand, find that it is gradually becoming im- 
possfoie for them to buy the products of their labour with the wages 
whsdi they get, because they nevar get a wage which b equal to the 
value of that labour. Moreover, they periodically find 
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themselves out of employment altogether and almost on the veig^e of 
starvation, Proudhon, as we have already se», laid considerable 
stress upon this, and it is one of the instances in which Marx is ob\dously 
influenced by Proudhon. 

The idea which underlies the Marxian theory is that every crisis 
involves a readjustment of the equilibrium between fixed and circu- 
lating capital. The growth of the former, though continuous, is not 
always uniform, and whole sections of it may occasionally be found to 
be without solid foundation which would warrant such expansion. 
But the crises which result in the destruction of these speculative 
accretions give a new spirit to the creation of further surplus value, 
which results in the creation of further fixed capital and more crises, 
and so the process goes on.^ 

(b) The growth of pauperism, which is the direct outcome of crises 
and want, is another factor. 

The bourgeoisie is unfit any longer to be the ruling class in 
society, and to impose its conditions of existence upon society as an 
overriding law. It is unfit to rule because it is incompetent to assure 
an existence to its slave within his slavery, because it cannot help 
letting him sink into such a state that it has to feed him instead of 
being fed by him.* 

(r) The rapid multiplication of joint-stock companies is the final 
buttress with which the Marxians have strengthened thdr contention. 
Under the joint stock principle the right of property is simply reduced 
to the possession of a few strips of paper giving the anonymous owner 
the right to draw dividends in some commercial concern or other. 
Profit is seen in all its nakedness as a dividend which is wholly inde- 
pendent of all personal effort and produced entirely as the result of 
the wtMrkcrs’ drudgery. The duty of personally superviring the methods 
of production and of opening up new and better ways of manufacturing, 
which served to disguise the real character of the individual onployer 
and to justify his existence, is no longer performed by the owner, but 
falls to the lot of two new functionaries, the parasitic company direcUHr 
on the one hand and the salaried official on the other. 

Once the whole industry of a country becomes oiganized on a joint- 
stock basts — or, better still, once it passes over into the hands dT a 
trust, which b simply a manifestation of the ^pint-stock principle at ha 
highest— expn^riation will be a comparatively simple matter. By a 
mere stroke of the pen property hitherto held by private shareholdera 
will be transferred into the custody of the State with hardly a c haiig e 
in the economic mechanism itself. 

. ^ p, 647. 


para. 1. 
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Hius the ciq^ropriadon the bourgeoisie will be a much easier task 
than was the expropriation of the artisan by the bourgeois a few cen- 
turies ago. In the past it was a case of the few subjugating the msmy, 
but in the future the many will overwhelm the few — ^thanks to the law 
dT concentration. 

But \^at is to be the outcome of the Marxian programme (we 
cannot speak of its aim or ideals, for Marx scorned such terms)? The 
get^ral opinion seems to be that it involves the abolition of private 
property, and that the opinion is not altogether without foundation 
may be seen from a perusal of the Manifesto^ where we read that *‘the 
theory of the Communists may be summed up in the single sentence: 
Abolition of private property.’*^ 

The Mantfesto also explains in what sense we are to understand this. 
The private property which so much need^ suppressing is not the right 
of the worker to the produce of his own toil, but the right of others to 
appropriate for themselves the produce of that labour. This is private 
property as they understand it. They think, however, it would be 
better to call it bourgeois property, and they feel quite confident that 
it is destined to disappear under a coUectivistic regime. As to a man’s 
right to the product of his own labour, that surely existed formerly, 
before the peasant and the craftsman were overwhelmed by capitalism 
and replaced by the proletariat. Collectivism, far firom destroying this 
kind df property, will rather revive it, not in the antiquated indivi- 
dualistic form of letting each man retain his own, which is obviously 
inqxMsible under division of labour and production on a large scale, 
but of giving to every nian a claim upon the equivalent of what he has 
fuxxiuced.* 

Hus twc^old task can only be accomplished by undoing all that 
capitalism has done; by faking from the capitalists the instruments of 
production which they now possess and restoring them to the work- 
men, not individually — that would be impossible under modem condi- 

^Engek in hh preface to the Mamfssto admiti that one of itt objecti vnu **to 
announce the inevita^e and inumnent downfall ^bourgeois property.** 

Nowadays, however, it is more usual to characterize the aim of coUectivism as an 
attempt to abolirii the wage-earning class — ^abolition of property being simply a step 
towards that This is how Labriola writes in his Essai sur Id Conc^iaH nuOineMsk 
(and ed*, p. **The proletariat must learn to concentrate upon one thing, namcdy, 
rim aholUton of the wage-earner.** 

It is well to remember that such is also the aim of the Anociationlsts, the co- 
operatofs, and the Radical SodaUsti. They proceed, however, from the opposite 
polin of view, and %vould muldpiy propaty rather than abolish it *hinH « g that the 
larier proeem would merely universalize the wage-ouner. 

* **Gominunism deprives no man of the power to ajf^pippriate the products of 
society. All that it dim is to deprive him of the power to s^jugate die labour of 
by means of mdi appropriatkm.** para, a.) 
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tions — ^but collectively. To adopt the ibrmula which figures at the 
head of the party’s programme, this means the socialization of the 
means of production — ^land, including surface ^d subsoil, fact<xie8, 
and capital. The produce of every one’s labour, after allowing far 
certain expenses which must be borne by the cemmunity as a whole, 
will be distributed according to each one’s labour. Surplus labour and 
siuplus value will thus disappear simultaneously. 

This expropriation of the capitalists will be the final stage, for, 
unlike the preceding movements, it will not be undertaken for the 
benefit of a single class — not even for the benefit of the workers. It 
will be for the interest of everybody alike, for the benefit of the nation 
as a whole. It will also be adequate to cope with the change which 
industry has recently undergone; in other words, both production and 
distribution will be on a collective basis. 


II: THE MARXIAN SCHOOL 

After this summary exposition of the principal theories of Karl 
Marx, we must now try to fix the general character of the school that 
bears his name^ and to distinguish it from the other socialist sdhools 
that we have already studied. 

(a) In the first place, it proudly claims for its teaching the title of 
scienHJic socialism, but much care must be exercised in interpreting the 
formula. No economist has ever shown such contempt or betrayed 
such passion in denouncing Phalanstires, Utopias, and communistic 
schemes of every kind. To think that the Marxians should add to 
the number of such fantastic dreams! What they claim to do, as 
Labriola points out (may the shades of Fourier forgive their presump- 
tion!), is, to give a thoroughly scientific demonstration of the line of 

^ To say that Karl Marx was the leader of a great socialist school b hardly the 
way to describe him, for it is necessary that we should remember that the vast majority 
of those who consider themselves socialists are more or less his disc 4 >les. The other 
socialist schools, the anarchists, the Fabians, the Collinsists, and the followers of 
Henry Geoige, cut a very poor figure beside his. 

Hie bulk of his adherents were at first drawn either firom Germany or Russia, 
England being the <^untry which did least to swell the ranks of his followors. In 
France the pure doctrine was vigorously preached since 1878 by Jules Guesde and 
Lefaigue — the latter of whom was Marx’s son-in-law. But a great many French 
socialists, though collectivists in name, rriused their adhesion to the Marxian ikKtrine 
in all its r^dity. They accepted three of his main priiu: 4 >i^~~fi^ sodalisation of 
the means of pr^uedon, class war, and internationalism — but rejected his dieory of 
value and hb materialbtic conception of history. Moreover, they showed no desire to 
bleak with the Frmidi locbdbt tradition, vriiich was pie-oninendy idealbtic. Boioit 
Malon, the fbunder of the R$mii socudisk (1885), was one of die earliest represeatadves 
of French collectivism, and among hb succestm may be reckoned George Ritnard 
and Foumibe. 
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pn^;ress which has actually been followed by civilized societies.^ 
Their one ambition is to gauge die significance of the unconscious 
evolution through which society has progressed and to point the goal 
towards which this cosmic process seems to be tending. 

Tlie result is that the Maxxian school has a conception df natural 
laws which is much nearer the Classical standpoint than that of its 
predecessors. Of this there can be no doubt. The Marxian theories 
are derived directly from the theories of the leading economists of the 
early nineteenth century, especially from Ricardo’s. Marx is in the 
line of direct succession. Not only is this true of the labour-value 
theory and of his treatment of the conflict between profits and wages, 
but it also applies to his theory of rent and to a whole host of Ricardian 
doctrines that have been absorbed wholesale into the Marxian philo- 
sophy. And, paradoxical as it may sound, his abstract dogmatic 
method, his obscure style, which encourages disciples to retort that the 
critics have misunderstood his meaning and to give to many a passage 
quite an esoteric significance, is of the very essence of Ricardo.* Marx’s 
theories are, of course, supported by a wealth of illuminating facts, 
which unfortunately have been unduly simplified and drawn upon for 
purdy im^nary conclusions. We have already had occasion to 
rtaiark that Ricardo also owes a good deal more to the observation 
of fru:ts than is generally believed, and his practice of postulating 
im^nary conditions is of course notorious. The impenitent Marxian 
who still wishes to defend some of the more untenable theories of 
Marx, such as his doctrine of labour-value, generally finds himself 
forced to admit that Marx had supposed (the use of suppositions is an 
unfoiling proof of Ricardian influence) the existence of society wherein 
labour would be always uniform in quality.* 

^ Labriola, Essai sur la Conception maUrialisU de Vhistoirey p. 24. The Saint^Simonians 
had already xnade a siimlar chd^ It is hardly flsur to class thra among the Utopians, 
and some Mandans are quite ready to admit their dsum to priority in this matter. 

* Georges Sorel, one Marx’s disciples, writing in no derogatory spirit, we may 
be certain, cxp r es K i himself as follows: ‘*Our experience of the Marxian theory of 
value convinces us of foe importance which cfoscurity of style may lend to a doctrine” 
— a remark that is apfdicable to other writers besides Marx. 

* See Sorrel’s artide, Lts PoUmiques pour PInterpritaHon du Marxism^ in the Bmmt 
uUenudumale de Sodologie, 1900, p. 248. There is no such thing as a theory id value — 
in foe accepted sense ck foe term in Marx. What we have m a theory of economic 
eqitilforium tfokh woidd only be true of a very rudimentary kind d sodety. It it 
•sttmied, 'for example, that all industries are equally easy or difficult, foat all foe 
wo r keff are of one type, that ten men working for erne hour will produce foe 
mnotmt of wealfo no matter wluh teak foey are oigaged upon. It is fob equality 
foat enables conqiarison to be made betweoi one commodity and another, and fob 
constitutes their value. We are simply treated to an abstraction which shows foat 
with foe enetetie of a Mule ix^tenuity it k at least possilde to reooncMe foe theory of 
tsmo'vahie mid the foet^ market price. 
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Marxism is simply a branch grafted on the Classical tnmlc 
Astonished and indignant as the latter may well seem at the sight of 
the strange fruit which its teaching has borne, it cannot deny the fact 
that it has nourished it with its own life-blood. ^^Das Kapital/* as 
Labriola notes, ‘instead of being the prologue to the communal 
critique, is simply the epilogue of bourgeois economics.”^ 

Not only has Marxism always shown unfeiiling respect for political 
ca)nomy even when attacking individual%conomists, who are generally 
accused of inability to grasp the full significance of their own teaching, 
but, strangely enough, it betrays an equal affection for capitalism.’ 
It has the greatest respect for the task which it has already accom- 
pUshed, and feels infinitely grateful for the revolutionary part (such 
are the words used) which it has played in preparing the way for 
collectivism, which is almost imperceptibly usurping its place.® 

But the Marxians have one serious quarrel with the older econo- 
mists. It seemed to them that the earliest writers on political economy 
never realized the relatively transient nature of the social organism 
which they were studying. This was possibly because they were 
conservative by instinct and had the interest of the bourgeois at heart. 
They always taught, and they fully believed it, that private property 
and proletarianism were permanent features of the modem world, and 
that social organization was for ever destined to remain up>on a middle- 
class foimdation. They were at least unwilling to recognize that this 
also, like the rest, was simply a historical category, and, like than, also 
was destined to vanish.* 

(b) The Marxian school also differs from every previous socialist 

^ ConapUon mat&ialiste, p. gi. Sorcl says: **Marxism is really much more akin to 
the Manchester doctrine than to the Utopian. We must ne\'er forget this.’* {La 
Diempositwn du Marximef p. 44.) 

* **The bourgeoisie, historic^ly, has played a most revolutionary part. . . . The 
bourgeoisie cannot exist without constantly revolutionizing the instruments of produc- 
tion, and thereby the relations of production, and with them the whole relations of 
society. ... All fixed, fast-firozen relations, with their train ancient and venerable 
prejudices and opinions, are swept away, all new-formed ones become antiquated 
before they can ossify, adl that is solid melts into air, all that is holy is profimed.” 
para. i«) 

Besides, die Marxians themselves have tried to prove that capital is activdy under- 
mining its own existence, which is surely the m plus ultra c£ the revolutionary tenqiera- 
ment. 

’ **The result k that capital has managed to sedve problems vdneh the Utopians 
tackled in vain. It has also given rise to conditions which permit id an entrance imo 
a new form of society. Thus socialism will not need to invent new machinery or to 
get people accusumied to them,” etc. (Sorel, loc. of., p. 41.) 

*”The economists r^iard the feud^ insdtufions as ailificial, the bomn^eoss as 
natural. The existii^ ecxmomic tics, in their op^cm, are ekmental laws ti^ must 
always \md society. . . . They have had smne history, diat Is all we can reaByaay^” 
(MaxxtMisirs dt h Pkilos^^tUf pp. 
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sdiocd in the comparative ease with which it has eschewed every 
^ndderation of justice and fratemity^ which always played such an 
important role in French socialism. It is interested, not in the ideal, 
but in the actual, not in what oug^t to be, but in what is likely to be. 

The theoretical conclusions of the communists are in no way based 
on ideas or principles that have been invented, or discovered by 
thb or diat would-be universal reformer. They merely express, in 
g^eral terms, actual relations springing from an existing dass 
struggle, from a historical movement going on under our very eyes.^ 

To economic facts they attributed an importance altogether 
transcendii^ their influence in the economic sphere. Their belief was 
that the several links which unify the many-sided activities of society, 
whether in politics, literature, art, morality, or religion, are ultimately 
referable to some economic fact or other. None of them but is bas^ 
upon a purdy economic consideration. Most important of all are the 
facts relating to production, especially to the mechanical instruments 
of production and their operation. If we take, for example, the pro- 
duction of bread and the successive stages through which the mechani- 
cal operatiem of grinding has passed from the hand-mill of antiquity 
to the water-mill of the Middle Ages and the steam-mill of to-day, we 
have a due to the parallel development of society from the family to 
the capitalistic system and from the capitalistic to the trust, with their 
concomitants slavery, serfdom, and proletarianism. This affords a far 
better explanation of the facts than any bourgeois cant about **the 
growth of freedom” or hiunbug of that nature. These arc the real 
foundaticHis upon which every theory has to be reared. This material- 
istic conception of history,* implying as it docs a complete philosophy 
of history, is no longer confined to the purdy economic domain. 

^ MamfesU>t para. 9. 

* Whenever they change their method of production men also change their whole 
fodd outlodc. ‘‘The hand-mil! gave us the smdle State; the steam-mill is the parent 
of die industrial, capitalist State." {Miske de la Philosophies 2nd ed., p. 156.) Thu 
ofl-rq>eated phrase contains a pictur^ue antithesis rather than a scientific formula 
of hiMorical materialism. In 1 ^ preface to his KrUik der poUHsdun Oekonome Marx 
expr e sses himself with much mote moderation. The fdlowing is the most important 
passage of that celebnded page: 

“In the course of their eflbtti at production men enter into certain definite and 
necessary relations which may be wholly independent of their own individual 
pcdSnrence»--4aich industrial ties being, of course, correlative to the state of their pro- 
duedve forces. Taken together, all these links constitute the economic structure of 
society. In odier words, it supplies a basis upon wbkh the 1 ^^ and political super- 
strodure is raised, and corresponding to it are certain social forms which depend 
v^oa the public conscience. The method oi producing commodities, speaking 
generally, fixes the social, political, and intellectiml processus of life. A man's con- 
sdence hn less to do with detemdning his manner (^life than has his manner of life 
sddideieniniaiig die state of hii conscience." 
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Taken in the vulgar sense, it seems to involve the exclusion of every 
moral and every humanitarian consideration. As Sch^ffle put it in 
that oft-quoted phrase of his, it means reducing the social question to 
a “mere question of the belly.” The French socialists find the doctrine 
somewhat difficult to swallow, and they hardly display the same 
reverence for Marx as is shown in some other countries.^ 

The orthodox Marxians immediately proceed to point out that such 
criticism is useless and shows a complete misunderstanding of Marx’s 
position. Materialism in the Marxian sense (and all his terms have a 
Marxian as well as the ordinary significance) does not exclude idealism, 
but it does exclude ideology, which is a different thing. No Marxian 
has ever advocated leaving mankind at the mercy of its economic 
environment; on the contrary, the Marxian builds his faith upon 
evolution, which implies man’s conscious, but not yery succesffiil, 
effort to improve his economic surroundings.* The materialistic 


The word ‘fixes,* even when qualified by ‘speaking generally,* seems a Ettlc jmo- 
nounced, and Marxism has substituted the term ‘explained,* which is some^^iat 
nearer the mark. Labriola says that “it merely represents an attempt to explain 
historical facts in the light of the economic substructure.** (Conceptum maUrialiste, 
p. 120.) 

This materialistic conception is developed in a very paradoxical fiohion in Loria’s 
La QmsHtuHm socUde, He ^ows how all history and every war, whether Guelph or 

Ghibelline, the Reformation and the French Revolution, and even the death of 
Christ upon Calvary, rest upon an economic basis. In Loria’s opinion, however, this 
basal fact is not industrialism, but the various types of land systems. See our chapter 
on Rentt 

It would not be correct to regard Marxism as a mere expression fatalism or 
out-and-out determinism. The Marxian pretends to be, and as a matter of fiict he 
really is, a great believer in will-power. Once the woricers see where their intoests 
really lie he would have them move towards that goal with irresistible strength. It 
is not always even necessary to define the end quite clearly before beginning to move. 
“Everything that has happened in history has, of course, been the work of man, but 
only very rarely has it been the result of deliberate choice and well-coimdered planning 
on his part.** (Liforiola, Cmmption nudMaliste, p. 133.) Elsewhere: “The successive 
creation o( different social environments means the development of naan himself.** 
pp. 131-132.) 

It would be beyond the scope of this work to enter into a metaidiysical discussion 
oi these theories, however much one would like to. 

^ See the works of Jaurh^ £^ 4 des soMistes; George Renard, Is Bigims smaUsk; 
Founds, VIndivdm, V Association, et V£tat. 

* Labriola, op, eit^ Vandervelde {VltUalisme Marxisk, in La Rmm sodaUsk, February 
1904) says that “upon final analysis it will be found that Marx's whole argunmt 
rests upon a moral basis, which is that justice requires that every man should get aU 
that he produces.” 

Landry, in a book of lectures delivered by difforent authors entitled £tudes sur 
la PhUo^^fm moraii m XIX^ SUcli (p. 164), is of an entirely differoit opinkm* He 
thinks that Marx’s moral bash is simply potentiidity. In odier words, everythinst that 
has been created in the ordinary couxie of economic devdopment is moral, everything 
that has been destroyed is immoral. 
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omception of history apparently is simply an attempt at a philosophy 
human effort.^ Criticism of such elusive doctrines is not a very 
easy task. 

(c) The socialism of Karl Marx is exclusively a working-class gospel. 
Thfa is its distinctive trait and the source of the power it wields. To 
some extent it also explains its persistence. Other socialist systems 
have been discredited and arc gone, but the Marxian gospel — ^no 
Imiger, of course, the sublime masterpiece it was when its author first 
expounded it — ^has lost none of its ancient vigour, despite the many 
transformations which it has undergone. 

The socialists of the first half of the nineteenth century embraced all 
men without distinction, worker and bourgeois alike, within their 
broad humanitarian schemes. Owen, Fourier, and Saint-Simon 
redioned upon the co-operation of the wealthy governing classes to 
found the society of the future. Marxism implies a totally different 
standpoint. There is to be no attempt at an understanding with the 
bourgeoisie, there must be no dallying with the unclean thing, and 
the prohibition is to apply not only to the capitalists, but also to the 
intdlectuals* and to the whole hierarchical superstructure that usually 
goes by the name of officialdom. Real socialism aims at nothing but 
the welfare of the working classes, which will only become possible 
when they attain to power. 

It may, of course, be pointed out that socialism has always involved 
some such struggle between rich and poor, but it is equally correct 
to say that the battle has hitherto been waged over the question of 
just distribution. Beyond that there was no issue. But in the Marxian 
doctrine the antagonism is dignified with the name of a new scientific 
law, the "class war’ — ^thc worker against the capitalist, the poor versus 
the rich. The individuals are the same, but the casus belli is quite 
difierent. "Class war’ is a phrase that has contributed not a little to 
the success of Marxism, and those who understand not a single word 
of the theory — and this applies to the vast majority of working men — 
will never forget the formula. It will always serve to keep the powder 
dry, at any rate. 

"Class war’ was not a new fact. ‘"The history of all hitherto exist- 

^ Heoce foe aUiance of foe Marxiam with what appears to be a directly opposite 
p^osophy— that of William James ami Bergson (see Guy Grand, La PhUo^hk 
^jmdkttUste). 

*Mimyest 9 , It is impossible to do away with foe intellecuials altogether, but they 
may be seduced to foe rank ci mere wage-earners. “The Marxians always regarded 
revedutkm m foe special privilege d foe producers, by whrnn, course, they under- 
fto^ foe manual workers, who, acdiston^ as foey are to nothing but foe factory 
legisise, would force foe inteUectuali also to supply smne of foe more ordinary wants 
of Wk/* (Sord, DkmposUm ia Mamstm, p. 51.) 
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iag society is the history of class strugglcs/^^ But althou^ it has always 
existed, it cannot continue for ever. And the great struggle that is 
now drawing nigh and which gives us such a tragic interest in the 
whole campaign will be the last. The collectivist regime will destroy 
the conditions that breed antagonism, and so will get rid of the classes 
themselves. Let tis note in passing that this prophecy is not without 
a strong tinge of that Utopian optimism which the Marxians considered 
such a weakness in the earlier French socialism. 

(d) A final distinction of Marxism is its purely revolutionary or 
catastrophic character, which is again unmistakably indicated by its 
adoption of ‘class war’ as its watchword. But we have only to remind 
ourselves that the adjective ‘revolutionary’ is applied by the Marxians 
to ordinary middle-class action to realize that the term is employed 
in a somewhat unusual fashion. 

The revolution will result in the subjection of the wealthier clai^^ 
by the working men, but all this will be accomplished, not by having 
recourse to the guillotine or by resorting to street rioting, but in a per- 
fectly peaceful fashion. The means may be political and the method 
even within the four comers of the law, for the working classes may 
easily acquire a majority in Parliament, seeing that they already form 
the majority of the electors, especially in those countries that have 
adopted universal suffrage. The method may be simply that of 
economic associations of working men taking all economic services 
into their own hands. ^ 

The final catastrophe may come in yet another guise, and most 
Marxians seem to centre their hopes upon this last possibility. This 
would take the form of an economic crisis resulting in the complete 
overthrow of the whole capitalist regime — a kind of economic felo de se. 
We have already noted the important place which crises hold in the 
Marxian doctrines. 

But if Marxism does not necessarily involve resort to violence, 
violent methods are not excluded. Indeed, it considers that some 
measure of struggle is inevitable before the old social forms can be 

^ para. a. It is necessary that we should be reminded of the fict that 

the Samt-Simonians had already emphasized the antagonism by speaking;, not of 
rich and poor, but of idlers and workers. The difierentiation, that is to say, was 
economic. The Marxian distinction is quite different, for within tl^ categmy workers 
the Saint-SImonians included bankers and employers, for acamj^e, who are exduded 
by the Maodans. In some cases the Saint-Simonians thought they had even better 
claims to inclurion than the ordinary worker. 

* Ihe first of these means, namely, the acquiring of puUic works by the ^ate, is 
qx^en of as unified socialism in France, whereas the second, vdiich rdUes upemdheet 
ection without the assistance of any political organizatioii, is known as syndicalism 
and ii represented by the ConfiSd^tion g6i6rale du Travs^ (see p. 4B1). 
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ddiwred of the new — ^before the butterfly can issue fiom the chrysalia. 
‘‘Force is the birth-pangs of society.”^ 

This is not the place for false sentimentalism. Evil and sufferii^ 
seem to be the indispensable agents of evolution. Had anyone been 
able to suppress slavery or serfdom or to prevent the expropriation of 
the worker by the capitalist, it would have merely meant drying up 
the springs of pre^^ress, and more evil than good would probably have 
resulted.* Every step forward involves certain unpleasant conditions, 
\duch must be faced if the higher forms of existence are ever to become 
a reality. And for this reason the reform of the bourgeois philanthro- 
pist and the preaching of social peace would be found to be harmful 
if they ever proved at all successflil. There is no progress where there 
is no struggle. This disdainful indifference to the unavoidable suffer- 
ing involved in transition is inherited from the Classical economists, 
and provides one more point of resemblance between the two doctrines. 
Almost identical terms were employed by the Classical economists 
when speaking of competition, of machinery, or of the absorption of 
the small industry by a greater one. In the opinion of the Marxians 
no atmmpt at improving matters is worth the name of reform unless 
it also speeds the coming revolution. “ But it can shorten and lessen 
the birth-pangs.”* 

HI: THE MARXIAN CRISIS AND THE NEO-MARXIANS 

To speak of Neo-Marxism, which is of quite recent growth, is to 
anticipate the chronological order somewhat, but some such procedure 
seems imperative in the interests of logical sequence. It has the further 
merit of diq>ensing with any attempt at criticisra, a task which the 
Neo-Marxians* have exclusively taken upon their own shoulders. 

The two phases of the crisis must needs be kept distinct. The one, 
which is predominantly critical— or reformative, if that phrase be 
preferred — ^is best represented by M. Bernstein and his school. The 
other, which is more or less of an attempt to revive Marxism, has 
become emrent under the name of Syndicalism. 

* Maix, Misti dt la PhUo»phk. "What docs the word ‘revolt* imply? Simply 
d&tcbedieace to law. But what are theie laws that govern our lives? They are just 
^ products o£ bourgeois society and of the institutions which they are supposed to 
defend. Revolution wfll simply mean replacing these laws by others which will have 
m mMy diflerent kmd of justification.** 

* **lt b the worst side of things that b^ts movement and makes history by beget- 
ting strife.** {IHd-t snd. ed., p. 173.) 

* Fiefeoe to p. xix. 

* For tise evolutkm of Mandsm see S<mibart*s lively volume Sotiaimm md tatialt 

Bmmgimim ^imJoMimdert 1^% aad Gcorga Sor^, La Dicem^asUiaa 

iu Mandsm (ipofi). 
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1. THB NBOMARXIAN REFORMISTS 

If wc take Marx’s economic theories one by one as we have done, 
we shall find that there is nothing very striking in any of them, and 
that even the most important of them will not stand critical scrutiny. 
We might even go farther and say that this work of demolition is 
partly due to the posthumous labours of Marx himself. It was die 
publication of his later volumes that served to call atten^on to the 
serious contradiction between the later and the earlier sections of his 
work. Marxism itself, it seems, fell a prey to that law of self-destruction 
which threatened the overthrow of the whole capitalistic regime. 
Some of Marx’s disciples have, of course, tried to justify him by claim- 
ing that the work is not self-contradictory, but that the mere enumera- 
tion of the many conflicting aspects of capitalistic production strikes 
the mind as being contradictory.^ If this be so, then Kapital is just a 
new edition of Proudhon’s Contradictions konomiques^ which Marx had 
treated with such biting ridicule. And if the capitalist regime is really 
so full of contradictions that are inherent in its very nature, how 
difficult it must be to tell whether it will eventuate in collectivism or 
not and how very rash is scientific prophecy about annihilation and a 
final catastrophe!^ 

With the beginning of the twentieth century the fundamental theory 
of Marxism, that of labour-value, was abandoned by a great number of 
modem Marxians, who were gradually veering round and adopting 
cither the ‘final utility’ or the ‘economic equilibrium’ theory.* Even 
Marx himself, despite his formal acceptance of the labour-value theory, 
is constantly obliged to admit — ^not explicitly, of course — that value 
depends upon demand and supply.* Especially is this the case with 

* Labriola, Socialism et Philosophies p. 29. Others declare more unmistakably still 
that ** these obscure formulae [the writer is thinking of surplus labour] lead to equtvoca- 
tkm and must be banished ftom the science altogether.** (Sorel, Revue intemoHonale 
de Sociologies 1900, p. 270.) 

* M. Sord says of the revolutionary movement that everything connected with it 
s very improbable. {Dicomposition du Menrxisme,) 

*llie Italian syndicalist Arthur Labriola {Revue socialistes 1B89, Vol. I, p. 674) 
writes as follows: **While we Marxians are trying to repatch the master*8 dos^ 
political ecememy is making some headway every day. If we compare Marx’s Kapital 
with Marshall’s Princ^les — chapter by chapter, that is to say— we shall find that prob- 
lems which required a few hundred pages in the K^ital are solved in a few lino by 
Marshall.” B. Croce {Maierialismo storico od Econotma nusnd^eos 1900, p. 105) writes 
thus; ”I am strongly in favour of economic construction alcmg Hedemisde lines* But 
that does not sat^ the natural dedre for a sociological treatment of profits, and 
ftuch treatment is impossible tmkss we make use of the comparative considerations 
suggested by Maix.” Lastly, Sorel, in Sag^ di Critka del Mamsmo (1903, p. 1$) 

“It is necessary to give up the attempt to transform socialism into a science.” 

^ EspmaBy in that passage to which Bernstein calls attention: “According to the 
law of value not merely must one devote the socially necessary amount of time to the 
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profits, as we have already had occasion to remark.' What appears as 
an indisputable axiom in the first volume is treated as a mere working 
hypothesis in the later ones. 

But seeing that the other Marxian doctrines — the theories of suiplus 
value and surplus labour, for example — ^are mere deductions from 
the principle of labour-value, it follows that the overthrow of the first 
principle must involve the ruin of the other two. If labour does not 
necessarily create value, or if value can be created without labour, 
thejji there is no proof that labour always begets a surplus value and 
that the capitalist’s profit must largely consist of unremunerated labour. 
The Neo-Marxians in reply point to the fact that surplus labour and 
surplus value do exist, else how could some individuals live without 
working? They must obviously be dependent upon the labour of 
others.^ All this is very true, but the fact had been announced by 
Sismondi long before, and the evil had been denounced both by him 
and the English critics. It is the old problem of unearned increment 
which formed the basis of Saint-Simon’s doctrine and Rodbertus’s 
theory, and which was taken up by the English Fabians. 

It is difficult to see what definite contribution Marx haiS made to 
the question, and the old problem as 10 whether workers are really 
exploited or not and whether the revenues obtained by the so-called 
idle classes correspond to any real additional value contributed by 
themselves still remains unsettled. We can only say that his historical 
exposidon contains several very striking instances which seem to prove 
this exploitation, arid that this is really the most solid part of his work. 

Passing on to the law of concentration — the vertebral column of 
the Marxian doctrine — ^we shall find upon examination that it is in 
an equally piteous condition. The most unsparing critic in this case 
has been a socialist of the name of Bernstein, who has adduced a great 
number of facts^ — ^many of them 'already advanced by the older 

production of each commodity, but each group of commodities must have such extra 
effort spent upon it as the nature of the commodity or the character of the demand 
requires. The first condition of value is utility or the satisfaction of some social need 
— that is, value in use raised to such a degree of potentiality as shall determine the 
proportion eff total social labour to each of the various kinds of production.” {KapUal, 
Vol. III.) 

Bernstein adds: “This admission makes it impossible to treat the themes of Gossen, 
of Jevons, and of Bdhm>Bawerk as so many insignificant irrelevances.” {Die Voraus^ 
settimsgen des Sozidlismus,) 

^ “The surplus-value theory may be true or it may be false, but that will make ho 
difference to the existence of surplus labour. Surplus labour is a fact of experience, 
dmionstrable by observation, and requires no deductive proof” (Bernstein, loc, tit.) 
That Marx did not treat it with quite the same indifference is evident firom the fact 
that the whdie theory is developed, not intidentally in the course of the work, but at 
the very opening of the book. 

* In the book already quoted, which was published in 1899 
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economists — ^which go to disprove the Marxiati theory, and which may 
be summarized as follows. It may be impossible to deny that the 
number of great industries is increasing rapidly and that their power is 
growing even more rapidly than their numbers^ but it ccrtaiidy does 
not seem as if the small proprietors and manufacturers were being 
ousted. Statistics, on die contrary, show that the number of small 
independent manufacturers (the artisans who, according to Marxian 
theory, had begun to disappear as far back as the foiuteenth century) is 
actually increasing. Some new invention, such as photography, cycling, 
or the application of electricity to domestic work, or the revival of an 
industry such as horticulture, gives rise to a crowd of small industries 
and new manufacturers. 

But concentration as yet has scarcely made an appearance even in 
agriculture, and all the efforts of the Marxians to make this industry 
fit in with their theory have proved utterly useless. America as well 
as Europe has been laid under tribute with a view to supplying figures 
that would prove their contention. The statistics, however, are so 
confusing that directly opposite conclusions may be drawn from the 
same set of figures. The amount of support which they lend to the 
Marxian contention seems very slight indeed. On the whole they may 
be said to lend colour to the opposite view that the number of businesses 
is at least keeping pace with the growth of population. Were this to 
be definitely verified it woiJd set a twofold check upon the Marxian 
theory. Not only would it be proved that petite culture is on the increase, 
but it would also be found that it is on the incre^ simply because it 
is more productive than ‘the great industry.’ 

But suppose for the sake of hypothesis that we accept the law of 
concentration as proved. That in itself is not enough to justify the 
Marxian doctrine. To do this statistics proving an increasing concen- 
tration of property in the hands of fewer individuals are also necessary; 
but in this case the testimony* of the figures is all in the opponte direc- 
tion. We must not be deceived by the appearance of that remarkable 
species the American millionaire. There are men who are ridier than 
the richest who ever lived before, but there are also more men who arc 
fairly rich than ever was the case before. The number of men who 
make a fortune — not a very great one, perhaps, but a moderate-sized 
or even a small one — is constantly* growing. Joint-stock companies, 
Mdiich according to the Marxian view afforded striking evidence of 
the correctness 6f his thesis, have, on the contrary, resulted in the 
distribution of property between a greater niunber of people, which 
proves that the concentration of industry and iikt centralization of 
property are two diffexent things. Or take the wonderful developmmt 

a 
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of the co-operative movement, and* reflect upon the number of prole- 
tarians who have been transformed into small capitalists entirely 
through its instnuncntality. To think that expropriation in the future 
win be easier because the number of expropriated will be few seems 
quite contrary to facts. It looks as if it were the masses, whose num- 
bers arc daily increasing, who will have to be expropriated, after all. 
More than half the French people at the present day possess property 
of one kind or another — ^movable property, land, or houses. And yet 
the collectivists never speak excqpt with the greatest contempt of these 
rag-ends and tatters of property, fondly imagining that when the day 
of expropriation comes the expropriated will joyfully throw their rags 
aside in return for the blessings of social co-proprietorship. Apparently, 
however, the Marxians themselves no* longer believe all this. Their 
language has changed completely, and just now they are very anxious 
to keep these rags and tatters in the hands of their rightful owners. 

The changes introduced into the programme as a result of this 
have transformed its character almost completely. When it was first 
drawn up and issued as a part of the Communist Manifesto nearly a hun- 
dred years ago everybody expected that the final disappearance of the 
small proprietor was a matter of only a few years, and that at the end 
of that time property of every description would be concentrated in 
the hands of a powerful few. This continuous expropriation would, 
of course, swell the ranks of the proletariat, so that compared with 
their numbers the propi^ietors would be a mere handful. This would 
make the final expropriation all the easier. With such disparity 
in numbers the issue was a foregone conclusion, no matter what 
method was employed, were it a revolution or merely a parliamentary 
vote. 

Unfortimately for the execution of this programme, not only do 
we find the great capitalist still waxing strong, which is quite in 
accordance with the orthodox Marxian view, but there is no evidence 
that the small proprietor or manufacturer is on the wane. The 
Marxian can scarcely console himself with the thought that the revo- 
lution is gradually being accomplished without opposition when he 
secs hundreds of peasant proprietors, master craftsmen, and small 
shopkeepers on every side of him. Nor is there much chance of forcing 
diis growing mass of people, which possibly includes the majority of 
the community even now, to change its views. We can hardly expect 
them to be very enthusiastic about a programme that involves their 
own extmetion, 

A di^inction has obviously been drawn between two classes of 
proprietors. The socialization of the means of production is only to 
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apply to the case of wealthy landowners and manufacturers on a lai^ 
scale — ^to those who employ salaried persons. But the property of the 
man who is supporting himself with the labour of his own hands will 
always be respected. The Marxians defend themselves from the 
reproach of self-contradiction and opportunism by stating that their 
action is strictly in accordance lyith the process of evolution. You 
begin by expropriating those industries that have arrived at the 
capitalistic and wage-earning stage. The criterion must be the presence 
or otherwise of a surplus value. 

The conclusion is logical enough, but one would like to know what 
is going to become of the small independent proprietor. Will he be 
allowed to grow and develop alongside of the one great proprietor — 
the State? We can hardly imagine the two systems coexisting and 
hopelessly intermingled, as they would have to be, but still with 
feedom for the individual to choose between them. The collectivists 
have at any rate made no attempt to disguise the fact. They look 
upon it merely as a temporary concession to the cowardice of the 
small proprietor, who will presently willingly abandon his own miser- 
able bit of property in order to share in the benefits of the new regime, 
or who will at any rate be put out of the i*unning by its economic 
superiority. But since the prospects do not seem very attractive to 
those immediately concerned, it may be as well to dispense with any 
further consideration of the subject. 

But there is another question. What has become of the class struggle 
in Neo-Marxism? The doctrine, though not altogether denied, is no 
longer presented as a deadly duel between two classes and only two, 
but as a kind erf confused milie involving a great number of classes, 
which makes the issue of the conflict very uncertain. The picture of 
society as consisting merely of two superimposed layers is dismissed 
as being altogether too elementary. On the contrary, what we find is 
increasing differentiation even within the capitalist class itself. There 
is a perpetual conflict going on between borrower and lender, between 
manufacturer and merchant, between trader and landlord, the last 
of which struggles is especially prominent in the annals of politics. 
It has a long history, but in modem times it has taken the fixm of a 
political batde between the Conservative and Liberal parties. 

These undercurrents complicate matters a great deal, and on occa- 
sion they have a way of dramatically merging with the main current, 
when both parties seek the help of the proletariat. In England, for 
example, the manufacturers succeeded in repealing the Corn Laws, 
which dealt a h^d blow at the landed proprietors, who in turn passed 
laws regulating the conditions of labour in mines and factories. In 
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b6th cases the wm'king classes gained something — tertius gaadens! Thai 
diere arc the struggles among the working classes themselves. Not to 
speak of the bitter animosity between the syndicats rouges and the 
sj^kats jauneSi there is the rivalry between syndiczilists and non- 
syndicalists, between skilled workmen and the unskilled. As Leroy- 
Beaulieu remarks, not only have we^ fourth estate, but there are many 
signs of a fifth. 

And what of the great catastrophe? The Neo-Marxians no longer 
believe in it. The economic crises which furnished the principal argu- 
ment in support of the catastrophic theory are by no means as terrible 
as they were when Marx wrote. They are no longer regarded as of 
the nature of financial earthquakes, but much more nearly resemble 
the movements of the sea, whose ebb and flow may to some extent be 
calculated. 

And the materialistic conception of history? “Every imbiased 
person must subscribe to that formula of Bernstein: The influence of 
technico-economic evolution upon the evolution of other social 
institutions is becoming less and less.”^ What a number of proofi of 
this we have! Mandsm itself furnishes us with some. The principle 
of class war and the appeal to class prejudice owe much of the hold 
which they have to a feeling of antagonism against economic fatalism. 
In oth^ words, they draw much of their strength from an appeal to 
a certain ideal. It is, of course, true that facts of very different charac- 
ter, economic, political, and moral, react upon one another, but can 
anyone say that some one of them determines all the others? Econo- 
mists have been forced to recognize this, and the futile attempt to 
discover cause or effect has recently given place to a much more 
promising search for purely reciprocal relations. 

It is by no means easy to determine how much Marxism there is in 
Neo-Marxism. “ Is there anything beyond the formulae which we have 
quoted, and which are becoming more disputable every day? Is it 
anything more than a philosophical theory which purports to explain 
the conflicts of society?”* Bernstein tells us somewhere that socialism 
is just a movement, and that “the movement is everything, the end 
is nothing.”® 

ft. THE NEO-MARKIAN SYNDICALISTS 

' * Doctrinaire Marxism seemed languishing when a number of pro- 

^ Sorri, Les PoUmiques pour VIiTterpritatim du M^uxistne^ in the Rmie hOematiomdi de 
igOQ. 

® Sor^ jydeondfosiHon du Marxism, p. 33. 

® SodeMsm et StHnal-^UmocrdHe, p. 234. We have been told by Sorel that syndicalism 
Ib just a literal application ^Bei^n’s i4nlos(^>hy. 
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fcssed disciples found a fresh opportunity of revivii^ its ideals and df 
justifying its aims in a new movement of a pre-eminently wcrkfog* 
class character known as Syndicalism. 

Our concern is not with the reformist movement, occasionally 
spoken of as Trade Unionism, which constitutes the special province 
of M. Bernstein and the Neo-Marxians of his school,^ but rather with 
militant syndicalism, which as yet scarcely exists anywhere except in 
France and Italy, and which in France is represented by the Ckm- 
federation g^n^rale du Travail. 

What connexion is there between Marxism and syndicalism? Of 
conscious, deliberate relationship there is scarcely any. The men who 
direct the Confederation have never read Marx, possibly, and would 
hardly concern themselves with the application of his doctrines. On 
the other hand, we have been told by Sorel that the programme of 
the Confederation generale du Travail (C.G.T.) is in strict conformity 
with the Marxian doctrine; that since the reforming passion has so 
seized hold of the Neo-Marxians as to drive them to undermine the 
older doctrine altogether, it is necessary to turn to the new school to 
find the pure doctrine. They make the further claim of having aroused 
new enthusiasm for the Marxian doctrines. 

(a) Firstly, Georges Sorel and his followers have re-emphasized the 
essentially proletarian character of socialism. Not only is there to be 
no dealing with capitalist or entrepreneur, but no quarter is to be given to 
intellectuals or politicians. The professional labour syndicate is to 
exclude every one who is not a workman, and it has no interest at heart 
other than that of the working class. ^ Contempt for intellectualinn 
is a feature of Marxism, and so is the emphasis laid upon the beauty and 
worth of labour, not of every kind of labour, but merely of that labour 
which moulds or transforms matter — ^that is, of purely manual labour. 

No institution seems better fitted to develop class feeling — ^that is, 

1 This point of view is very neatly esq^ressed in an article of M. Berth’s {Miowemmd 
socudiste. May 1908, p. 393): “From a purdy negative or critical point of view we 
agiee with Bernstein rather than the orthodox Kautsky. But what does Benistdn 
propose to substitute for the revolutionary ideal — ^impracticable as it was — of the 
German Soda! Democratic party? The alternative offered is a simple democratic, 
reformist evolution, a political or economic development which would just be a pale 
imitation of the bourgeois Liberal regime, which it is hoped would result in the 
emandpatiem of tiie workers by getting rid of bourgeois liberalism altogether. Ihe 
complete democratixation of politics and economics would, it is hc:^)ed, effed the 
necessary improvement. On this point we syndicalists mi^ definitely part company 
with Beratein and his eonjrhes, for what we want is not a mere evolution, but a 
revolutionary erdttion of new social forms.” 

* “An oxganization of producers who will be able to manage thdr own afiairs 
witiiout having recourse to the superior knowledge which the typical bourgeoii k 
supposed to possess.” (Sorel, Momfiofdian du Marxism, pp. 6o-6r.) 
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tbeisense of community of int^ests binding all the prcdetariahs together 
£^sdmt tl^ owners — ^than the Organization is necessary if 

social consciousness is to develop. This is as true in the economic as it 
is, in the biological sphere, and this is why the syndicat is just what was 
needed to Uransform the old socialistic conception into real socialism. 
Mane could not posMbly have foreseen the vast potentialities of the 
syndicat. If he had only known it. how his heart would have rejoiced! 
The Neo-Mandans can never speak of syndicalism without going into 
raptures. No other new source of energy seems left in this tottering 
huddlendass system. But syndicalism has within it the promise of a 
new sodety, of ft new philosophy, even of a new code of morality 
which we may call producers’ ethics, which will have its roots in 
professional honour, in the joy that comes from the accomplishment 
of some jnece of work, and in their faith in progress.^ 

{b) New stress has been laid upon the' philosophy of class war, and 
a fi-esh appeal has been made for putting it into practice. The only 
real, sensible kind of revolution is that which must sooner Or later take 
place between capitalists on the one hand and wage-earners on the 
other, and this Idnd of revolution can only be effected by appending 
to class feeling and by resorting to every instrument of conflict, strikes, 
open violence, etc. All attempts at establishing an understanding with 
die bourgeois class, every appeal for State intervention or for con- 
cessions, must be abandoned. Explicit trust must be placed in the 
method of direct action.® 

Strife is to be the keynote of the future, and in the pending struggle 
every trace of bourgeois legalism will be ruthlessly’ swept aside. The 

'^‘Revolutionary syndicalism is the great educative force which contemporary 
society has at its disposal to prepare it for the tasks which await it.*’ (Sorel, R^Uxiom 
sur la Violence, p. 244; 1909.) 

^‘In the j^neral ruin of institutions something new and powerful will remain intact. 
This will be what is generally known as the proletarian soul, which it is hoped will 
survive the general reassessment of moral values, but that will depend on the energy 
di^dayed by the workers in resisting the corruption of the bourgeoisie and in meeting 
their advances with the most unmistakable hostility.” {Ibid,, p. 253.) 

It is altogether a ditierent point of view from that of the consumer, the shares 
hjcider, or tiie ‘literary idler,’ who are only interested in the success of buyers’ social 
leagues, or in consumers’ societies. Qi p. 348. 

® This incessant struggle is what Sorel has named violence, which he thinks is 
peculiarly healthy. “I have shown,” says he, “that proletarian violence has an 
entirdy different s^;nificajlce ftom that usually attributed to it by politicians and 
asnaleur students of society.’? It is incorrect, however, to say that 1 m is in favour of 
sabotage. “Sabotage,** says Sorel, “bdongs to the dd r^^ime, but does nothing to 
set tile wodcor in the way of emancipation.*’ {MonvemetU socudiste, 1905, Nov^ber 1 
and 15.) 

Cine cannot £ul to see the antagoni^ which exists in France between the Sodalistes 
Umti^ (which is largely reentited from the old* Marxian party) and the.syndlcalitts, 
who fXMdemn both Universal sud&age and parhanientary ac^on. 
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fighting spirit must be kept up, not with a view to the intexishicatii^ 
of class hatred, but simply in order to hand on the tordh. ^ " 

The struggle has hitherto been the one concern of the revolutionary 
syndicalists. Unlike the socialists, they have never paid any attention 
either to labour to social organization; All this has, fortunatdiy^ 
been done by the capitalist, and all that is required now is simply tb 
remove him.^ 

(r) Nor has the catastrophic thesis been forgotten. This time it has 
been revived, not in the form of a financial crisis, but in the guise of a 
general strike. What will all the bourgeois generalship, all the artillery 
of the middle class, avail in a struggle of that kind? What is to be 
done when the worker just folds his arms and instantly brings all 
social life to a standstill, thus proving that labour is really the creator 
of all wealth? And although one may be very sceptical as to the 
possibility of a general strike — the scepticism is one that is fully shared 
in by the syndicalists themselves — still this “myth,** as Sorel calls it, 
must give a very powerful stimulus to action, just as the Christians of 
the early centuries displayed wonderful activity in view of their 
expectation of the second coming of Christ. 

The word ‘myth’ has been a great success, not so much among 
working men, to whom it means nothing at all, but among the intel- 
lectuals. It is very amusing to think that this exclusively working- 
class socialism, which is not merely anti-capitalist, but also violently 
anti-intellectual, and which is to “treat the advances of the bourgeoisie 
with undisguised brutality,” is the work of a small group of ‘intel- 
lectuals’ possessed of remarkable subtlety, and even claiming kinship 
with Bergsonian philosophy.* A myth, perhaps! But what difference 
is there between being under the dominion of a myth and following in 
the wake of a star such as guided the wise men of the East, or bdng 
led by a pillar of flame or a cloud such as went before the Israelites 
on their pilgrimage towards the Promised Land?® Siich faith and hope 

^ “One no longer thinks of drawing up a scheme which shall determine the way 
in which people in the future are to seek their own well-being. The problem now is 
how to complete the revolutionary education of the proletarian.” (Sorel, Diemposi^ 
tion du Marxisme, introduction, p. 37.) 

* This group was represented by the review called Le Mouvement socialiste, which was 
controlled by M. Lagardelle. Sorel withdrew from the group and at the end of his life 
was leading a campaign in favour of Catholic nationalism. 

The literature of syndicalism is very extensive. We have already mentioned M. Guy 
Grand’s La Phibsopkie ^niicaliste, 

* Riflexwns sur la Violence, p. xxxv. We must note, however, that Sorel protests 
against any confusion being made between the myth as he understands it and Utopian 
socialism. The myth is obviously supodor in the fact that it cannot be rdiited, 
seeing that it is merely the expression of a conviction. See pp. xxv and 218 the 
same work. 
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licttiowQGl from the amsniry. <^.'tbe trimnphant, C3iu]?ch of the fimt 
century, such a conception of progpress winch sweUs its. followers with 
a generous, sdmost hennc passicnl, puts us out of touch with the 
hbtcnicmaterii^ism so dem*' to the ^art of Marx and brings us into 
iitte.’with the , earlier Utopian socialists whmn be so genuinely despised. 
Sord recognizes this. “Yew rarely meet with a pure myth,” says he, 
“without some admixture of Utopianism.” 



Book V: Reconstruction of Doctrines at the 
End of the Nineteenth Century and Birth 
of Social Doctrines 

The forty years of almost uninterrupted peace in Europe followii^ 
the Franco-German War were marked in the history of doctrines by a 
great reconstruction both of economic theory and of social doctrines. 

In the realm of theory there was a veritable revolution in mediods 
and conceptions. At the very moment when historians and State 
Socialists were proclaiming their contempt for all abstract speculation 
a brilliant attempt was being made in France, in England, and in 
Austria to establish economic theory on new foundations. Three 
great names stand out pre-eminently: Walras in France, Menger in 
Austria, and Jevons in England. By concentrating on the concept of 
utility, too much neglected since the days of Condillac, and following 
CoiuTiot in their use of mathematics, these writers replaced the too 
elementary simplifications of the classical school by the concepts of 
economic equilibrium and mutual dependence of prices. These ideas^ 
developed later in Italy, Austria, the United States, and England by 
economists like Pareto, Marshall, Edgeworth, Bohm-Bawerk, and 
Fisher, gradually won their way to recognition, though not without 
somewhat prolonged resistance in Germany and France. They led 
to original research in all directions, and ended by dominating econo- 
mic thought and teaching in the principal countries of the world. 
Those who initiated them became the real ‘classics’ for later genera- 
tions of economists, and their prestige definitely eclipsed that of 
Ricardo and Mill. 

At the same time there was taking place a reconstruction of social 
doctrines. Throughout this period, of course, the number of adherents 
of State Socialism and Marxism continued to increase, but a reaction 
showed itself in several directions against the two fundamental ideas 
that inspired both these dOctrin&: the class war in the one case and 
diatisme in the other. While they both sought a solution of the prob- 
lems raised By the claims of the working classes, some doctrines pro- 
claimed, in opposition to the Marxian class conflict^ the principle of 
union, while others demanded a measure, of fircedom from ail, 

4S5 
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State restrictions even more radical than that demanded by the 
liberals. 

In the first place Christianity, long absent from the arena of social 
discussion, made a brilliant return to it through the champions of the 
two great Christian faiths, the Catholic and the Protestant. Nothing 
is more opposed to the idea of the class conflict than the teaching of 
Christianity, based entirely on the idea of charity. Is not this basis 
strong enough to form the foundation of a social doctrine bringing 
hope to the poorest classes of an improvement in their lot, and remind- 
ing the more fortimate of the too often forgotten duties that charity 
enjoins? That is what many generous-hearted men were thinking in 
various countries, almost at the same time. A Christian social doc- 
trine would obviously be a doctrine of union, supported by aspirations 
common to workers and employers alike. It would find the solution 
of social problems in the fervour of a revived Christian sentiment and 
the rapprochement that results fi-om^ it. For the most conservative can 
no longer ignore the gravity of these problems. Even in the preceding 
period various mighty voices had been raised in support of these ideas, 
but they met with little response in an age of bloody social strife. The 
belated flowering of such doctrines in all their glory did not come till 
the end of the nineteenth century, when Pope Leo XIII bestowed on 
them his authoritative consecration. All the Christian churches were 
more or less inspired by them, and their place should therefore be in 
this part of our work. 

The idea of a union of classes instead of their deep-rooted antagonism 
was to find an echo in other quarters besides the consciences of 
Christian men. Among the great body of the indifferent, or of thinkers 
aloof from the traditional religious faiths but permeated by the indi- 
vidualist ideas of the French Revolution, there were some who felt 
the need of a principle that would reconcile these ideas with the 
admitted necessity of social reform. The question was how to incor- 
porate in formulae declaring above all the rights of the individual, new 
formulae applying on the contrary to his duties^ and justifying the 
s^tcrifices that the State might require him to make. From these 
considerations emerged the doctrine of ‘ Solidarism,’ which has led 
increasingly in democratic countries to legislation similar to that 
which State Socialism has put into effect in authoritarian States. 

Another effort to reconcile liberal&m with socialism is seen in the 
attempts made to draw from Ricardo’s theory of rent conclusions 
favourable to a more equitable distribution of the social product. 
The theoiy of rent covers all inamies produced by economic progress 

its own motiim: they cannot be attributed to the labour or saving 



RECONSTRUCTION OF DOCTRINES 4®! 

of any one particular agent. They result from the dynamic tendency 
inherent in all societies, whereas the theory of equilibrium implks a 
static society. By being continually created anew they introduce 
variety and change into an economic system that pure theory regards 
as tending to stability and uniformity. 

Gould not part at least of these incomes be restored to society, so 
that society, which is their real author, should also benefit by them? 
The reply to this question is given in systems of land nationalization 
and those still wider plans which aim at confiscating all incomes 
analogous to rent. This was a strange attempt at reconciling liberalism 
with socialism and establishing a more equitable distribution of in- 
comes without restricting freedom and competition among entrepreneurs. 

The doctrine that opposed these attempts at reconciliation was 
entirely different. In opposition to the authoritarian trend of socialism 
it carried to their extreme limits the liberal tendencies that emerged 
from the French Revolution, and gave expression to the old revolu- 
tionary and individualist spirit that was always active, especially in 
the Latin countries. A strange rebirth of liberalism was apparent at 
this time among the working classes, but it was imdoubtedly quite a 
different liberalism from that of its founders. It was harsher in its 
mode of expression, and Smith and Bastiat would certainly have 
repudiated it. So to avoid confusion with the older liberal doctrine 
it was called “libertarian.” But for all that it is none the less genuine: 
it is anarchism. This libertarian, or anarchist, tendency, already per- 
ceptible in the International, eventually obtained an ever clearer 
ascendancy over the working classes and left its mark on the syndi- 
calist movement in France and Italy. At the same time a kind of 
philosophical and moral anarchism appeared among middle-class 
writers and seemed to presage a rebirth of individualism. 

Such, then, are the principal doctrinal currents which, under the 
favourable influence of the prolonged peace that followed the Franco- 
German War, showed the trend of thought among writers who were 
interested particularly in social reform. Almost all of them had their 
roots in writers of earlier periods, but their full brilliance and pene- 
trating power belong to the period we have now to examine. It was 
not till a yet later period — ^after the First World War — that men 
returned with new ardour to the great problem® of production and 
exchange that had engrossed the attention of the ‘founders,^ And it 
was to the impoverishment caused by so prolonged a conflict, as in 
the carKer period after the Napoleonic Wars, tihat these problems 
owed all their importance. 
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CHAPTER I: THE HEDONISTS 

I: THE PSEUDO-RENAISSANCE OF THE 
C 3 LASSIC 2 AL SCHOOL 

If we are to give this new doctrine its true setting we must return for 
a mmnent to our study of the Historical school. The criticism of that 
school, as we have already seen, was diluted chiefly against the 
method of the Classical writers. The faith which their predecessors 
had placed in the pomanence and universality of natural law was 
scornfully rejected, and the possibility of ever founding a science upon 
a chain ofgeneral propositions emphatically denied. Political economy, 
so it was deoreed, was hencefOTth to be concerned merely with the 
classification of observed facts. 

It wotdd not have been difficult to foretell that the swing of the 
pendulum — in accordance with that strange rhythm which is such a 
feature of the history of thought — would at the opportune moment 
caifiie a revo^ion to the abstract method. That is exactly what hap- 
pened. Just at the moment when Historical study seemed to be 
tnumphandy forging ahead — that is, about the years 1872-74 — several 
oninent economists in Austria, England, Switzerland, and America 
suddenly and smultaneously made their appesurance with an emphatic 
d^and that pbhtical economy should be regarded as an independent 
sconce. They brought forward the claims of what they called prurc 
economics. Naturally enough there ensued the keenest controversy 
between the champions of the two schools, notably between Professors 
Schmoller and Karl Menger. 

The new school had one distinctive characteristic. In its search for 
a basis upon which to build the new theory it hit upon the general 
principle that man always seeks pleasure and avoids pain, getting as 
much of the former with as slight a dilution of the latter as he possibly 
can.^ A fact of such great importance and one that was not confined 
to the fidd of economic activities, but seemed present everywhere 
throughout nature in the guise of the principle of least resistance, 
could scarcely have escaped the notice of the Classical theorists. They 
had refenred to it simply as “personal interest,” but to-day wc speak 
qf it as Hedonism, from the Greek rjl&ovri (pleasure or agreeableness). 

' ^ and pain are undoubtedly tibe ultimate objects of the calculus of econo- 

To sa^^ our wants to the utmost with the least efifort, to procure die greatest 
amount of what is donrable at the expense of the least that is imdeslrable, in other 
words, to taaximise pUasurt, is the problem of economics..^* (Stanley jevons, Thio^ of 
PdUical p. 40.) 
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Hence the name Hedonists, by which we hav<^ chosen to designate 
these two schools. 

The elimination of all motives affecting human action except one 
docs not imply any desire on the part of these writers to deny the 
existence of others. They simply lay claim to the right of abstraction, 
without which no exact science could ever be constituted. In other 
words, they demand the right of eliminating from the field of research 
every element other than the one which they wish to examine. The 
study of the other motives belongs to the province of other social 
sciences. The homo (tcmomiais of the Classicals which has been the 
object of so much derision has been replaced on its pedestal. But it 
has in the meantime undergone such a process of simplification that 
it is scarcely better than a mere abstraction. Men are again to be 
treated as forces and represented by curves or figures as in treatises 
on mechanics. The object of the study is to determine the interaction 
of men among themselves, and their reaction upon the external world. 

We shall also find that the new schools arrive at an almost idaitical 
conclusion with the old, namely, that absolutely free competition 
alone gives the maximum of satisfaction to everybody. Allowing for 
the differences in their respective points of view, to which we shall 
refer later on, what is this but simply a revival of the great Classical 
tradition? 

Little wonder, then, that we find a good deal of sympathy shown ibr 
the old Classical school. Indeed, it is throughout regarded with almost 
filial piety.^ 

This does not mean that the Classical doctrine is treated as being 
wholly beyond reproach, although it does mean that the new school 
could scarcely accuse it of being in error, seeing that it comes to simi- 
lar conclusions itself. But what it does lay to the charge of the older 
writers is a failure to prove what they assumed to be true and a tendency 
to be satisfied with a process of reasoning which too often meant 
wandering round in a hopeless circle. Especially was this the case 
with their study of causal relations, forgetting that as often as not 
cause was effect and effect cause. The attempt to determine which is 
cause and which effect is clearly futile, and the science must rest 
content with the discovoy of unifonnitics eith«" of sequence or of 
coexistence. 

This applies especially to the three great laws \diich form the fnune- 
work of economic science, namely, the law of demand and supply, die 

^ *‘The errors of the Classical school are, so to speak, the ordinary diseases of the 
^ildhood of every science.’* (Bohm-Bawerk, 17 t€ Austrian Economists, in Armds of Ms 
American Acadett^ oj Political and Social Science, January 1B91.) ^ 
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law of cost production^ and the law of distribution^ none of whidi 
is independent of the others. Let us review them briefly. 

TTie law stating that “price varies directly with demand and in- 
versely with supply” possessed just that degree of mathematical 
preemon necessary to attract the attention of the new writers. In fact, 
it just served for the passage firom the old to the new economics. But 
no sooner was the crossing effected than the bridge was destroyed, 
little difficulty was experienced in pointing out that this so-called law 
which had been considered to be one of the axioms of political economy, 
the fuui incomussum upon which had been raised all the superstructiue 
of economic theory, was an excellent example of that circular reasem- 
ing of which we have just :q>oken. There was a considerable flutter 
among the economists of the mid-nineteenth coitury when they found 
themselves flM*ced to recognize this. However true it may be that price 
is determined by demand and supply, it is equally true that demand 
and supply are each in their turn determined by the price, so that it is 
impossible to tell which is cause or which is effect. Stuart Mill had 
already noted this contradiction, and had attempted correction in the 
way already described (p. 364). But he was ignorant of the fact that 
Goumot had completely demolished the formula by setting up another 
in its place, namely, that ‘demand is a hmetion of price.’^ The 
substitution of that formula marks the inauguration of the Hedonistic 
caloilus. Demand is now shown to be connected with price by a kind 
of see-saw movement, falling when prices rise and rising when prices 
fidl. Supply is equally a function of price, but it operates in the 
opposite flishion, moving pari passu with it — rising as it rises and fsdling 
as it falls. Thus price, demand, and supply are like three sections of 
one mechanign, none of which can move in isolation, and the problem 
is to determine the law of their interdependence. 

This does not by any means imply that there is no longer any place 
m eomomics for the law <£ demand and supply. It has merely been 
given a new significance, and the usual way of expressing it nowadays 
is by means of a supply and donand curve, which simply involves 
trandating Cbumot’s dictum into figures. 

The same is true of the law stating that cost of productiem deter- 
mines valw. There is the same peHHo principii here. It is easy enough 
to on the contrary, that the entreprmeur r^fulates his cost tff produo- 
tbn luxording to price. Tbt Classical school had realised this as far 
at (me o£ the elements in the cost production was concerned, fmr it 
was quite emphatic in its teaching that {nice determined rent, but 
that imt did not determine price. It is just as true of the other ele* 
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ments. In other, words, the second law is just as fallible as the first. 
It is obviously imperative that the vain quest for causal rdatipns 
should be abandoned and that economists shotdd be content with the 
statement that between cost of production and price there exists a 
kind of equilibrating action in virtue not of any mysterious solidarity 
which subsists between them, but because the mere absence of equili- 
brium due either to a diminution or an increase in the quantity of 
products ixnmediately sets up forces which tend to bring it badk to a 
position of equilibrium. This interdependent relation, which is 
extremely important in itself and upon which the Hedonists lay great 
store, is simply one example taken Grom among many where the value 
of one thing is just a function of another. 

Similar criticism applies to the law of distribution, to the Classical 
doctrine of wages, interest, and rent. The way the Classical writers 
treated of these questions was extraordinarily naive. Take the 
question of rent. You just subtract fi-om the total value of the product 
wages, interest, and profit, and you are left with rent. Or take the 
question of profit. In this case you will have to subtract rent, if there 
is any, then wages and interest, the other component elements, and 
what remains is profit. Bdhm-Bawerk wittily remarks that the saying 
that wages are determined by the product of labour apparently only 
amounts to this — that what remains (if any).after the other co-operators 
have had their share is wages. Each co-partner in turn becomes a 
residual claimant, and the amount of the residuum is determined by 
assuming that we already know the share of the other daimantsl^ 

The new school refuses any longer to pay honour to this ancient 
trinity. It is impossible to treat each factor separately because of the 
intimate connexion between them, and their productive work, as the 
Hedonists point out, must necessarily be complementary. In any case, 
before we can determine the relative shares of each we must be certain 
that our unknown x is not reckoned among the known. This naturally 
leads them on to the realm of mathematical formulae and equations. 

All the Hedonists, however, do not employ mathematics. The 
Psycholc^cal school, especially the Austrian section of it, seems to 
think that little can be gained by the employment of mathematical 
formulate Some of the Mathematical economists, on the other hand, 
are equally convinced of the futility of psycholt^, especially of the 

^ l^t P M value of product and < rqireseQt wages, interest, and rent respQctivdy, 

then X -f > ^ Iff which a tnsolul^ 

Nor do^ it teem much mote hopeful wittn written out thus: 
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Smiom prmciple of final utility, which is the cornerstone of the 
Aij^rism tl»x»ry.^ 

For the sake of clearness it may be better to take the two branches 
— ^tfae Psychological and the Mathdnadcal — separatdy* 


II: THE PSYCHOLOGICAL SCHOOL 

Tte feature of the Psychological school is its fidelity to the doctrine 
erf* final utility, whatever that may mean.* The older economists had 
got hold of a similar notion when they spoke of value in use, but 
instead of i^eserving the idea they dismissed it with a name, and it 
was left to the Psychological school to revive it in its present glorified 
form. 

It must not be irm^ined that the term is employed in the usual 

^ ‘‘The theory of economic equilibrium is quite distinct from the theory of final 
utility, although the public are wt to confuse them and to think that they are both 
the same.” (Vdfiredo Pareto, VEcanmu pure, 1902.) 

* The name varies a little with different authors and in different countries. ‘The 
final degree of utUity ’ is the term used by Jevons, ‘ marginal utility* by the Americans, 
‘the intensity ofthe last satisfied want’ by Walras. Wahras also speaks ofit as ‘scarcity,’ 
raring die term in a purely subjects fa^on to denote insufiSciency for present need. 
This very plethora of torms suggests a certain haziness of conception. The term 
‘marginal* seems dearer than the term ‘final,’ although in some cases it may be 
inqxMsiye to oust fibe latter. 

It Sf^iean that the first suggesdon of .final utility in the sense in which it is em- 
ployed by die Psychological school is due to a French engineer of the name of Dupuit. 
He threw out die suggestion in two memoirs endded La Mesun de Vu^UU des travam 
publics (1844) and VUtUiii des votes de commusneatum (1849), both of whidi were pub- 
lished in the Amtales des Ponis ei tdmussies, dthough their real importance was not 
realized until a long time afterwards. Gossen also, whose book is referred to on 
p. 499, was one cd the earliest to discover it. These two memdii were republished 
in Italy in 1933, in the arfkcdon of “unpublished or scarce economic wmics” edited 
by the eminent econmnist Luigi Einaudi at Turin. 

In its present form it was first expounded by Stanley Jevons in his Theory of Political 
Eeoimn^, wad by KmI in hh Grwuisdtze der Volkswirtsehqflslehre {iByi), Walras's 

concqidon of scarcity, wh^ is ju^ a parallel idea, was made public about the same 
dme (1874). HnaQy C 3 ark, the American economist, in his Pkilosopfy of Value, which 
is of a somewhat later date (1881), seems to have arrived at a similar condusion by 
an enthdy dififerent method — a remarkal^ examf^ of simultaneous discoveries, 
whidi are by no means rare in the history of diou{dtt* 

Deipite its cosmopditan origin, die school is generally qpoken of as the Austrian 
sdiod, because its most eminent representadves have fiir the most part been Austrians, 
.^nong these we may mentkm Kad Monger, already referred to. Professor Sax (Has 
Worn md die J^gube der J^adonMommie, il^), Wseser (Der natHrU^ fVertk, ifbg), 
and of oouise Bdhm-Bawerit {authen: erf Gnmdctlge der Theorie des wkrdisehqftUdum 
OUemeedUt m Jedirbikher fk NedmdSkmtmkt 18&, and the wdl-known book on 

Smoe 1900 foe tlmory of maiginal udltly has found hs most brilliant exponents in 
the United Sbdes.^ The American prdbmni B. Clark, Patten, Irving Fisher, 
Garv^, Fetter, etc., were assiduous stinlents of marginal utility, applying foe coocep* 
don not only m {BoIrfenB of opital and interen, bid also to the que^tm of diitributioii. 
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popular sense of something beneficial. All that it connotes is ability 
to satisfy some human want, be ^t want reasonable, ridiculous, or 
reprobatory. Bread, diamoncb, and opium are all equally useful in 
this sense.^ 

Nor must we fidl into the opposite error of thinking of it as die 
utility of things in general. Rather is it the utility of a particular unit 
of some specific commodity reladve to the demand some individual 
for that commodity, whether the individual in question be producer 
or consumer. It is not a question of bread in general, but of the 
number of loaves. To speak of the utility of bread in general is absurd, 
and, moreoever, there is no means of measuring it. What is interesting 
to me is the amoimt of bread which I want. This simple change in 
the general point of view has effectively got rid of all the ambiguities 
under which the Classical school laboured.* 

1. The first problem that suggests itself in this connexion is this: 
Why is the idea of value inseparable from that of scarcity? Simply 
because the utility of each unit depends upon the intensity of the 
immediate need that requires satisfacdon, and this intensity itself 
depends upon the quandty already possessed, for it is a law of physiology 
as well as of psychology that every need is limited by nature and grows 
less as the amount possessed increases, until a point zero is reached. 
This point is called the point of sadety, and beyond it the degree of 
utility becomes negSLtivc and desire is transformed into repuldon.* 
Hence the first condidon of udlity is limitadon of supply. 

So long as people held to the idea of utility in general it was im- 
possible to discover any necessary connexion between utility and 
scarcity. It was easy enough to see that an explanadon that was not 

^ To escape die confiiston which would result from employing die same term in two 
tudh very different senses — ^a cemfusion that is inevitable however one may try to 
avmd it — Pareto has substituted the word 'ophelimity,* and Gide in his Prme^Us 
(< 38 $) * desirability.* 

* ‘*Tbe idea of final utility is the *open sesame,’ the key to the most complicated 
phenomena of economic life, affording a solutkm of its most difficult proUems.” 
(Bdbm-Bawefk, Tht AMSinm Ecommists, in Amah rf Uu Ammcan Actdtmjf Pidkktd 
tmd typ ft fl/ ifW fftfy, 1891.) 

* Condillac IukI already drawn attention to this fact (see p. 65), and Buffon had 
noted it even before that. ’’Thepoor man’s coin which goes to pay frsr die necessarks 
td We and the last c<dn that goes to fill the frnancier*s purse are in die opinkm of die 
mathemaddaii two units of the same order, but to the moralid the one Is wofdi 
kmis, die otber not a cent” {Esm dAriAmkiqut nmralt.) 

connesison between quantity and demand is best e iq i res s ed fay means of m 
curve eidier of utshty or of demand (see p. 50a}. Along the horizontal line let the 
figures t, a, $, 4 denM the quantities cmisun^ and firom each of diese potiUs tew 
a vertical te to denote the intensity of demand kr eadi of these quandte Ifae 
hdigtA of the ordmate decreases mote or lev nqndly as the quantity mcreases, iMB 
atkititfidlsioaeftL ^ 
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based upon one or other of these two ideas was bound to be unsatis- 
factory, but nobody knew why. As soon as the coni^xion between the 
two was realized, however, it became evident that utility must be 
regarded as a function of the quantity possessed, and that this degree 

utility constitutes what we call value. 

2. Just as the notion of final utility solved one of the most difficult 
problems in economics, namely, why water, for example, has less 
value than diamonds, it also helped to clear up another mystery that 
had perplexed many economists from the Physiocrats downward, 
naxndiy, how exchange, which by definition implies the equivalence 
of the objects exchanged, can result in a gain for both parties. Here 
at last is the enigma solved. In an act of exchange attention must be 
focused not upon the total but upon the final utility. The equality 
in the case of both parties lies in the balance between the last portion 
that is acquired and the last portion that is given up. 

Imagine two Cbngoese merchants, the one. A, having a heap of 
salt, and the other, B, a heap of rice, which they are anxious to ex- 
change. As yet the rate of exchange is undetermined, but let them 
begin. A takes a handful of salt and passes it on to B, who does the 
same with the rice, and so the process goes on. A casts his eye upon 
the two heaps as they b^n mounting up, and as the heap of rice 
keqps growing the utility of each new handful that is added keeps 
diminishing, because he will soon have enough to supply all his wants. 
It IS otherwise with the salt, each successive handful assuming an 
increasing utility. Now, seeing that the utility of the one keeps in- 
creasing, while that of the other decreases, there must come a time 
when they will both be equal. At that point A will stop. The rate of 
exdiange will be determined, and the prices fixed by the relative 
measures of the two heaps. At that moment the heap of rice acquired 
will not have for A a much greater utility than has the heap of salt 
with wiiich he has parted. 

But A is not the only individual concerned, and it is not at all 
pn^bk that B will feel inclined to stop at the same moment as A; 
and if he had made up his mind to stop before A had been satisfied 
with the quantity of rice given him no exchange would have been 
pombk* We must suppose, then, that each party to the exchange 
mmt be ready to go to some point beyond the limit whidi the other 
has fixed m petto. This point can only be arrived at by f^argaining*^ 

Is In cases of tkls kkui diat figuns beconoe handy. If we t¥fo curvea, an 
asc en d in g ana to represent the utility of each hami^ of salt parted widi, and a 
desc e ndhag one to rep rese n t the utility of each haadliil of lioe acquired, the two 

curves must necessarily k^fBect,iedng thin tme Is just the tnvetse of die odier. 
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3. Another question that requires answering is this: How is it that 
there is only one price for ^Kxis of the same quality hi the same marJo^? 
Once it is clearly grasped that the utility spoken of is the utility of 
each separate unit for each separate individual it will be realized diat 
tha*e must be as many different utilities as there are units, for each of 
them satisfies a different need. But if this is the case, why does a 
person who is famishing not pay a much higher price for a loaf than 
a wealthy person who has very little need for it? or, why do I not pay 
more when I am hungry than when I am not? The reason is that it 
would be absurd to imagine that goods which are nearly identical and 
even interchangeable should have differmt exchange values on the 
same market and especially for the same person. This law of in- 
difference,^ as it is called, is derived firom another law to which the 
Psychological school rightly attaches great importance, and which 
constitutes one of its most precious contributions to the study of 

point of mtenection marks the place where the utilities of the two exdianged handfuls 
are exactly equal. 

We must be careful not to confuse matters, however. It Is not suggested that the 
final utilities in the case of the two co-exchsmgers are equal. There is no common 
measure by which the desires of different persons can be compared, and no Inric^ 
from one to the other. What is implied is that the final utility of both commoefities 
for the same person are the same. The balance lies between two preferences of the same 
individual. The actual market exchange is just the resultant of all these virtual 
exchanges. 

The Austrian school in its explanation makes use of a hypothesis known as the 
double limit, which does not seem to be absolutely indispensable, seeing that odicr 
ecoimmists of the same schod — Walras, fiur examjde — ^appear to get well enough 
wiUiout it. They seem to think of buyers and sellers drawn up in two town feeing 
one another. Every one of the sellers attributes to the object which he possesses and 
which he wants to sell a certain utility dififerent firom his neighbour's. Each buyer 
in die same way attributes to that object which he desires to buy a degree d utiH^ 
which is different from that which his neighbour puts upon it. The first exchange, 
which will probably have the effect of fix^ the price for all the other buyers and 
tellen, will take place between the buyer who attributes the greatest utili^ to die 
comm^ty he has to sell, and y/ho is thereftnre least compelled to sell, and the buyer 
who attributes the least utility to the commodity he wishes to buy and who is thm- 
fore least tempted to buy. At first sight it seems impossible that the party as a whole 
should be bound by the action of the two individuals who show the least indinatioa 
to come to terms. It would be more natural to aspect die first move to take fdace 
between the seller who is forced to sell and because of his urgency b content widi a 
price d lor. per bushd, say, and the buyer who feds the strongest dedre to buy and 
vdm, rather than go without, %vould be willing to give sos, fiar it. But t^on coi^lera- 
don it will befoul diat the price b indeterminate just became these two are ready to 
treat at any price. The most inqiattent individual will surdy wait to see what terms 
the least pnmdi will be able to make, and it b only natural t^ those who are nearest 
one another diould be die first to come togedi^. These two oo-excfaangbts vdso 
contrd the marimt are known as die ^'limiting cotq^** 

^ It was Stanley Jevons who gave it thb expre ssi ve name. It b meant to haapify diat 

two ol^jecli whkh MBl very different ne^ pcsdii^ can he mterdianged 1 they 
cannot havf vmy difibrent tmhjes. 
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economics, namely, the law of substitution. This law implies that 
ifrficnevcr one commodity can be exchan^d for another for the pur- 
pose of satisfying the same need, the commodity replaced cannot be 
much more valuable than the commodity replacing it.^ 

For v^at is substitution but mutual exchange? And exchange 
implies equality, so that if there is a series of interchangeable goods 
none of them can be of greater value than any of the rest. 

Consequently, if an individual has at his disposal lOO glasses of 
water, which is easily available everywhere except in the Sahara, 
parhaps, no one of these glasses, not even that one for which he would 
be willing to give its weight in gold were he very thirsty and that the 
only glassful available, will have a greater value than has the hun- 
dredth, which is worth exactly nothing. The hundredth is always 
there ready to be substituted for any of Jthe others. 

But the best way of getting a clear idea of final utility is not to 
consider the value of the object A, but of the object B, which can 
replace it. It becomes evident, then, that if I am about to lose some 
object. A, which I value a good deal but which can be perfectly re- 
placed by another object, B, that object A cannot be much more 
valuable than B; and if I had the further choice of replacing it by C, 
C being less valuable than B, then A itself cannot be much more 
valuable than C.‘ 

We arrive, then, at this conclusion: The value of wealth of every 
kind is determined by the value of its least useful portion — that is, by 
the least satisfaction which any one portion of it can give. 

Hitherto we have been concerned with the notion of final utility 
as applied to the problems of value and exchange, but has it the same 
effect when applied to problems of production, distribution, or con- 
sumption? The Hedonists have no doubt as to the answer, for what 
arc production, distribution, and consumption but modifications of 
exchange? 

Take production, for example. How is it that under a syston of 
fieec compedtion the value of the product is regulated by its cost of 
production? It is because a competitive regime is by every definition 
a rq;ime where at any moment one product may be exchanged for 

^ ^ Tbe law of suhstitutioii sot merely to differest objects which satkfy the 

same seed, but also to objects i^ich stiffly differest needs, provided diose neeth ate 
to any eaiest intaxliaiigeabie--'to tea as a subsdtute for wines, to coHee as a substi- 
tue both, to uavd as a subsdtute kar the life of a country gentleman. 

enjoyment derived feom the least enjoyable unit is what we understand 
hydnalutfsty.** (Bdhm*Bawedt, Tkr iiarOfea £bsnsffdin, in die daaab 
of iWkal md Social Soimo, 1691.) 
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another of a similar character^ the sixnilarity in this case bemg swply 
Ithe result of a certain transformation of the raw ma*terial. The law 
substitution is operative here, and the reason why cost of production 
regulates value is that the cost of production at any mcmient represents 
the last interchangeable value. 

The same is true of consumption, as we can see if we only watch the 
way in which each of us distributes his purchases and arranges his 
oependiture. There is evident everywhere an attempt to get the best 
out of life — to get all the enjoyment which our different income may 
be made to yield; here spending more on house-room less on food, 
there curtailing on amusement and extending on charity, \mtil a 
rough kind of equilibrium is reached where the final utility of the last 
exchanged objects — or, if another phrase be preferred, the intensities 
of the last satisfied needs — ^are equal. If die coin spent in purchasing 
the last cigar does not yield the Same pleasure as the same coin yields 
when spent on a newspaper, the newspaper will in future probably 
take the place of the cigar. Consumption seems really to be a kind 
of exchange, with conscience for mart and desires as buyers and 
sellers.^ 

Nor is the realm of distribution even beyond the reach of the utility 
theory. Its application to the problems of interest, wages, and rent 
is largely the work of American economists, especially of J. B. Clark. 
It is quite impossible for us to give an exposition of the subtle analyses 
in which the quarterly reviews of the American universities take such 
a delight, and which undoubtedly afford a very welcome relaxation 
in an atmosphere so chaiged with pragmatism and realism, ^ut wo 
must just glsmce at the theory of wages. Wages, like other values, must 
be determined by final utility. But the final utility of what, and for 
whom? The final utility of the services which the worker renders to 

^ The new school deduces a very curious a>uclusion fiom this law of indtPeroice* 
Although there is only one price for all com buyers, say, the final ut^ty of die com 
for each individual is by no means the same. Let us assume that the price is aor.; 
but one of the buyers, rather than go without, would possildy have given fenr it, 
and others mig^t have been willing to give 941., 935., etc. Ewsry o^ of those 
vdio fyp^hesi cmly pay 20s, gains a surplus which Professor Mardudl haa called 
consumers rent (Fr 6 ieiples, Book III, chapter vi). He has given it diat lian^ in order 
to facilitate comparisem with producer’s rent, which had gained notoriety before 
the Hedonistic s^ool arose. Both are due to similar cauks, naindy^ the eai^aice ^ 
differential advantages which give rise to a substantial margin b^een the selling 
price and the cost of production. 

Really, however, the similarity is simply a matter of words, because consumer’s 
rent is purely suli^ctive, whereas producer’s rent is a maricetable ccanmodity. It 
would be bettor tosay simj^ that in many cases of exchange it is not correct to argue 
that because the prices are equal the sat^acdon given to different persems is neces- 
sarily equal. 
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ih^mtr^nnewr. Fdiowing other fetors of production! the final produc* 
tivity of the workers will determine thdr wages. That iS| their final 
utility is fixed by the value produced by the marginal worker — no 
matter how worthless he may be — who only just pays the mtreprenm. 
The value produced by this almost supernumerary worker not only 
fixes the maximum which the employer can afford to give him, but 
also the wages given to all the other workers who can take his place — 
i.e.! who are employed upon the same kind of work as his — although 
they may produce much more than he does; just as in the case of the 
100 glasses of water the least valuable glassful determines the value of 
all the rest.^ 

Thus is the productivity theory of wages Ut once confirmed and 
corrected. But this time it is the productivity of the least productive 
wcwrker, of the individual who barely keeps himself. No wonder the 
tiieory has lost its optimistic npte. Somehow or other it does not seem 
very different from the old ^brazen law.’ 

Tbe rate of interest follows a similar line — ^the marginal item of 
capital fixing the rate. Iti s even more true of capital, which is more 
OHnpletely standardized, with the result that the principle of substitu- 
tion works much more easily.* 

Rent is treated at greater length in the next chapter. 

Gradually we begin to realize how the observation of certain facts 
apparently of a worthless or intignificant character, such as the 
substitution of chicory for coffee or the complete uselessness of a single 
glove, enabled the Psychological school to propound a number of 
general theories such as the law of substitution and the doctrine of 
cmnplementary goods which shed new light upon a great number of 
economic questions. TTiere is something very impressive ^bout this 
deductive prqce» that irresistibly reminds one erf* the genie of the 
Thousand and One Mghts^ who grew gradually bigger and bigger until 
he finally reached the heavens. But then the genic was nothing but 
flame. 

* It is scarcely necessary to point out that if workm are not really interchangeable 
on account of their diffemt capacities the law c^ no longer be said to hold good, 
abce it always p res iyp oses firee onnpetitkni, whereas in this case we have a personal 
monopoly. 

*^lt tt not quite the same when die capital is fixed, for the law oi substitution is no 
aj^lic^k in that case, and the incomes are very difCermit. 
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III:. THE MATHEMATICAL SCHOOL^ 

The Math^atical school is distinguished for its attachment to the 
study of exchange, from which it proposes to deduce the wh<Je of 
political economy. Its method is based upon the fact that every ex- 
change may be represented as an equation, A = B, which expresses 
the relation between the quantities exchanged. Thus the first step 
plunges us into mathematics. 

However true this may be, the application of the method must 
necessarily be very limited if it is always to be cxxnfined to exchange. 

^ It must not be supposed that in applying the term ‘school’ to these writers we 
wish to suggest that they have a common pre^^ramme. All we mean is that they 
make use of the same method. 

It is generally recognized that the school dates from the appearance of Cournot’s 
Becherches sur Us Principes moAimaHques de la thiofie des richesses (1838). Cournot, 
who was a school inspector, died in 1877, leaving behind him several philosophicid 
works which are now considered to be of some importance. The story of his economic 
work affords an illustration of the kind of misfortune which awaits a person who 
is in advance of his age. For several years not a single copy of the book was sold. 
In 1863 the author tried to overcome the indifference of Ae public by recasting 
the work and omitting the algebraical formuhe. This time the book was called 
Principes de la TTUorie des richesses. In 1876 he published it again in a still more ele- 
mentary fc»*m, and under the title of Re^ somnudre des Doctrines konomiques^ but with 
the same result. It was only shortly before his death that attention was drawn to the 
merits of the work in a glowing tribute which was paid to him by Stanley Jevons. 

Gossen’s book, Entwkkelung der Gesetze des menscklichen Verkehrs, which appeared 
much later {1853), was equally unfortunate. The author remained an obscure civil 
servant all his life. His Ix^k, of which there is still a copy in the Bridsh Museum— 
the only one in existence possibly — was accidentally discovered by Professor Adamson, 
and Stanley Jevons was again the first to recognize its merits. A brief r^sum^ of the 
M^rk will be found in our chapter on Rent, 

Stanley Jevons (died 1882) belongs both to the Mathematical and to the Final 
Utility school. His charming book The Theory of Political Eamony dates from 1871. 

L^n Walras, who is persistently spoken of as a Swiss economist just because he 
happened to spend the greater part of his life at the University of La u sann e , also 
known as the School of Lausanne, was in reality a Frenchman. His £Uments d*&mmtte 
politique pure^ of which the first part ai^>eared in 1874, contains a full exposidon of 
Mathematical economics. He says himself that he owes his ideas to the teaching of 
his frither, Auguste Walras, a school inspector of an independent attitude of m i n d 
who retir^ in 1849. He had published in 1831 a thesb De la nature de Iq richest et de 
Porigine de la oaleur in which he criticized the vagueness of the ideas of the principal 
ecemomtste and attributed value to settee utility. This work was lepubHshed in ^938 
by Gaston Leduc in a new collection of the works of the leading economists (Alcan, 
Paris, 340 pp.). L6on Walras always considered that it was his frUher who initiated 
him into j^idcal economy and even mathematical economics. The Mathematical 
school to-^y has exponents in evrsry land, and even econmnbts md. ^ledfically con- 
nected with it are in the habit of using algebraical symbds to clarify particularly 
complicated explanations or arguments, France, though rather late in entering this 
field, now has many Mathematical economists: Aupedt led the way with his Thkm 
tk la mmmaUt follow^ by Moret, the translator of Irving FMio* and author of many 
WQshs, and notaUe contributions have been made by 0(^n and hk tuc c essm s , 
Divisia, Rueff, Afiak, Lu^sUn, and Roy. 



THE HEDONISTS 


500 

It is, however, a mistake to suppose that this is really the case, and one 
of the most ingenious and firuitful contributions made by the new school 
wa$ to show how this circle could be gradually enlarged so as to include 
die whole of econmnic science. 

Distributicm, production, and even consumption are included within 
its ambit. Let us take distribution first and inquire what w^^;es and rent 
am. In a word, what are revenues? A revenue is the price certain 
services rendered by labour, capital, and land, the agents of production, 
and paid for by the entrepreneur as the result of an act of exchange. 

And what is production? It is but the exchanging of one utility for 
another — a certain quantity of raw materials and of labour for a certain 
quantity of consumable goods. Even nature might be compared to a 
merchant exchanging products for labour, and Xenophon must have 
had a glimpse of this ingenious thco^ when he declared that “the 
gods sell us goods in return for our toil.” The analogy might be 
pushed still further, and every act of exchange may be considered an 
act of production. Pantaleoni puts it elegantly when he says that “a 
partner to an exchange is very much like a field that needs tilling or a 
mine that requires exploiting.”^ 

And what are capitalization, investment, and loan but the exchange 

present goods and immediate joys for the goods and enjoyments of 
the future? 

It was a comparison instituted between the lending of money and 
an ordinary act of exchange that led Bohm-Bawerk to formulate his 
celebrated theory of interest. Bohm-Bawerk, however, is a repre- 
sentative of the Austrian rather than the Mathematical school. 

Even consumption — that is, the employment of wealth — ^implies 
incessant exchanging, for if our resources are necessarily limited that 
mmt involve a choice between the object which we buy and that 
which with a sigh we are obliged to renounce. To give up an evening 
at the theatre in order to buy a book is to exchange one pleasure for 
another, and the law of exchange covers this case just as well as any 
otbo:.* It is the same everywhere. To pay taxes is to give up a portion 

^ Des D^imiees itupmum enire Aenomisies (Geneva, 1897), inserted in SeritH emi dr 
Emnffttm, pp, f-48 (1904). 

^ Value itself, the pivot of Oassical ecomaaiics, is simply a link in exchange with the 
new schocd, and thus it loses all Its sutyectivity; and since it is not a thing at all, but 
men^ an oppression, it would be ridictdotis to strus^ to find its cause, foundation, 
or naUtre, as tl^ old^ writers did. This is why Jevons proposed to bar^ the word 
ahsogedier and to employ the tesm *ratio of exchange’ instead. And Aupetit insists 
^at mpremon is to-day devmd of coptmt . . . and seems doomed to 

'^hsiq^tearfoom the scientific vocabula^ aitogethor. Theie is no great harm in omst- 
thiglhii^psrtlfdtical dement as we have done, and in beating economic equilibfiiim 
as an entity without ever employing the term ’value.’”; (TkMe d$ kMmnakt p. 
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o£ our goods in order to obtain security for all Jthe rest The rearing 
of children involves the sacrifice of one’s own well-being and comfort 
in exchange for the joys of fiunily Ufe and the good opinion of bur 
fellow men. 

It is not impossible, then, to discover among economic facts certain 
relations which are expressible in algebraical formulae or even reducible 
to figures. The art of the Mathonatical econcunist consists in the 
discovery cf such relations and in putth^ them forth in the ferm c£ 
^nations. 

For example, we know that when the price of a commodity goes up 
the demand for it falls off. Here arc two quantities, one of which is 
a function of the other.^ Let us* see how the law of demand in its 
amended form would express this. 

If along a horizontal line A B we take a number ci fixed points 
equidistant from one another to represent prices — e,g.y 2, 3, 4, 5 . . 
10 — and from each rf these points we draw a vertical line to represent 
the quantity demanded at that price, and then join the summits of 
these vertical lines, which are known as the ordinates, we have 
a curve starting at a fairly high point — ^representing the lowest 
prices — ^and gradually descending as the prices rise xmtil it becomes 
merged with the horizontal, at which point the demand becomes 
nil.* 

What is very interesting is that the curve is different for different 
products. In some cases the curve is gentle, in others abrupt, accord- 
ing as the demand, as Marshall puts it, has a greater or lesser degree 
of elasticity. Every conunodity has, so to speak, its own characteristic 

^ If demand be represented by d and price by p, then d » demand is a 

function of price. 

Geometrical figures can always take the place of equations, for every equation can 
be expressed in the form of a curve. Geometrical represe n tation makes a quicker 
a^>eal to the eye, and it is extremely useful where people are not conversant vdth 
the calculus wHch is fiequendy employed by Ck>umot and other Mathematical 
writers. But it is hardly as fruitful, for a geometrical figure can only trace the relation 
between two quantities, one of which is fixed and the other is variable, or between 
three at most, when two would be variable. Even in diis case recourse would be 
necessary to projeedems, and the figures in that case would not be vary dear. In die 
case of aJgeb^cal formuhe, on the other hand, we can have as mudi vaxiadqn as we 
Uke provided we have as many equadons as there are variables. 

* Dupuit, the engineer, was the first to make me d a demand curve. Cournot, 
who rdkn to it as the law of sale, gives an admirable Olustradon of its operadmi in 
the case ci botdes of medicinal waters d wonderful curadve power. At a very low 
price the demand and conaequendy the sale would be very great, though not ioBxdte, 
because of die limit winch exists for each want At a very price it would be nB. 

Between the two extremes would be several intermediate curves. We canijol deal . 
with all die , ingenious deducdoiu vdiich Counn^ makm.conqqrning mo^^ 
tte or lesser dbept^ b^b'^edi g^l<9^ intd)^. \ ^ . 
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corvey enaUing iis, at least thcoreticallyy to recognize that produtt 
among a hundred.^ 

i We. widd naturaUy expect the supply curve to be just the invo-se 
of the demand curve, rising with a rising price and descending with a 
falling one, iK> that by the tame the price is zero supply is nil, whereas 
the d^nand is infinite.^ 

^ The demand curve is generally concave, and this characteristic form is just the 
gpo^tncal expression of the ^reU-known fact that when prices are low enough to 
be accessible to everybody the sales increase rapidly, because, lean purses being much 
more numerous than fat ones, a slight lowering of the level of prices will bring the 
commodity within the reach of a fresh stratum of people. It may take different forms, 
howler. For some products, such as common salt, a considerable fall in the price 
will not result in a large increase in the sales» In the case of diamonds a great fall in 
price may cause a falling off in demand because they have become too cheap. The 
supply curve, on the other hand, is generally convex, because the supply, which only 
enters upon t^ scene at a certain point, is v^ sensible to price movements, going 
up rapidly with a slight increase in price. Its upward trend is soon arrested, however, 
because production cannot keep up the pace. It is even possiUe that the supply may 
fall off at the next point, simply bemuse there is no more of the commodity available. 

s Below on die same diagram are traced a demand and a supply curve. 



The figures along die horizontal line denote price, along the vertical the quantity 
demanded. In the given figure when price is i, quantity demanded is And with 
the {nice at 7 the quantity demanded falls to zero. 

dotted curve represents the supply. When price is 1, supply is niL When 
price Is lb, kiq^ly mounts up to IV. Exchan^ obviously must take place just where 
d em a n d and ii^|dy are equal — t.s., at b — which marks the point of intersection 
dte two Uhedf the amount demanded Is equal to the quantity ofiered and the 

The veirical Bites are called ordinates, and o X the aids of the ordinal^ tBstesi^^, 
idoog o X are cslted abidtete. l^a^ pohit ori t^ Wvesimidyinaihs themteriecd^ 
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But it is not quite ccurect to regard it as merely the inverse of the 
demand curve* A supply curve b really a much more complicated 
affair, because supply itself depends upon exist of production, and there 
are some kinds of production — agriculture, for example— ^where the 
cost of production increases much more rapidly than the quantity 
produced. In industry, on the other hand, the cost of production 
decreases as the quantity produced increases. 

Mathematical political economy, not content with seeking relations 
.g£ mutual dependence between isolated facts, claims to be able to 
embrace the whole field within its comprehensive formulae. Every- 
thing seems to be in a state of equilibrium, and any attempt to upset 
it is immediately corrected by a tendency to re-establish it.^ To deter- 
mine the conditions of equilibrium is the one object of pure economics. 

The most remarkable attempt at systematization of this kind was 
made by Professor Walras, who endeavoured to bring every aspect of 
the economic world within his formula, a task almost as formidable as 
that attempted by Laplace in his Micanique celeste.^ 

Let us imagine the whole of society included within one single 
room, say the London Stock Exchange, which is full of the tumult of 
those who have come to buy and sell, and who keep shouting their 
prices. In the centre, occupying the place usually taken up by the 
market, sits the entrepreneur^ a merchant or manufacturer or an agri- 
culturist, as the case may be, who performs a double function. 

On the one hand he buys fi*om producers, whether rural or urban, 
landlords, capitalists, or workers, what Walras calls their “productive 
services,” that is, the fertility of their lands, the productivity of their 
capital or their labour force, and by paying them the price fixed by the 
laws of exchange he detenmnes the revenue of each; to the pn^nrietor 
he pays a rent, to the capit^bt interest, to the workman wages. But 

— ' r" ' '" 7 7 ' — 

of Uiese, of the ordixiates and the absdasa^ This is true of the pennt a, for 
where the perpendicular denotes the price (i) and the other Ene the number imits 
sold, in this case VI. 

Though in the diagram we have considered ^ ordinates to rep re sen t price and 
die absdsse quantities, the revetse notation would work equally wdL 

^ Mathematical economics also studies other forms of equihbrium which are much 
more complicated and not quite so important, perhaps, ruling as they do to condi- 
tions of unstable equilibrium. 

* Note Pareto's terms of appreciation {ieottomU pun, 1902, p, 1 1): ^*Walras was the 
first to show the importance ^.these equations, especially in the case of fiee conqietL 
tion. This capital discovery entitles him to all the praise that we can give him. The 
sdence has developed a gixxi deal since then, ai^ will undoubtedly devel(^>^fl 
more in the foUttre, but that will not take away fitnn die inqxirtanoe <d Walcaa’s 
discovery. Astronomy has progressed very consi 4 myy skme Newton published hip 
Primipiat but far fomn detracting firom the merhs of earlier h has .indser 
e nh a nc ed reputadon." 


i '» '.T . k 
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how is that {nice determined? Just as at the Exchange all values what* 
soever are determined by the law demand and supply, so the entre^ 
pmmr deznands so many services at such and such a price and the 
capitalist or workman offers him so many at that price, and the price 
wi]i:rise or fall until the quantity of services offered is equal to the 
qusmtity demand^. 

The entreprenewr on his side disposes of the manufactured goods 
fiudiknied in his factory or the agricultural products grown on his fimn 
to those very same persons, who have merely changed their clothes 
smd become consumers. As a matter of fact the proprietors, capitalists, 
and . workers who formerly figured as the vendors of services now 
rea{q)ear as the buyers of goods. And who else did we expect the 
buyers to be? Who else could they be? 

And in this market the prices cff^products are determined in just 
the same fashion as we have outlined above. 

All at once, however, a newer and a grander aspect of the equili- 
brium comes to view. Is it not quite evident that the total value of 
the productive services on the one hand and the total value of the 
products on the other must be mathematically equal? The efOreprenmtr 
cannot posstfaly r^eive in payment for the goods which he has sold 
to the consumers more than he gave to the same persons, who were 
just now producers, in return for their services. For where could they 
possibly get more money? It is a closed circuit, the quantity that comes 
out tiiroi^ one outlet re-enters through another. 

Widi the important difference that it keeps much closer to facts, the ex- 
planation bears a striking resemblance to Quesnay’s Tableau iconomiqm^ 

^ If this is to be tak^ as literally true, we have this curious result: the eatrepremw^ 
receiviiig for the products which he sells jutft exactly what he paid fer producing them, 
malfcs no profit at all. 

Both Walras and Pareto fiiUy admit the paradoxical nature of the statement. Of 
coane it is understood diat it can only happen under a regime of perfectly fipee compt* 
titioii, care being also taken to distn^irfi between profits and interest, a thing that 
is never done, apparently, by Enghsh ecoiKnnists, whd treat both interest and {ttofit 
as constituent deasents of cost of production. 

But this is not so wonderfitl as it seems at first sight. It simply means a return to 
the wcii4mown formula that under a r^;ime of free competitkm selling price must 
necessarily coincide with cost of production. 

This does not prevent our recognizing the existence of actual profits; Profits are 
tb bexi^asded as the result of incessant osefilatsons of a system round some fixed point 
wsft which it never has the good fortune actually to coindde. According to this 
eondcpdoii they axe but the vraves of the sea. Ihit die existence of waves Is no reason 
Ibr de n y ing a mean level d the ocean or for not taking that mean levd as a basis frxr 
measuring odser hel^^Us* S<nne day, peihiips, equilibrium will become a fact, and 
profits wffl vanidi. But if that day ever dom dawn either vpm the phydeal or die 
noo mm ilc woslii, all aedvity wifi sudcknly ceasc^ and the woxid itself wOl come to 
astandsdlL 
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Wc have two markets in juxtaposition/ the one for services and the 
other for products, and in each of them prices are determined the 
same laws, which arc three in number: 

{a) On the same market there can be only one price for the same 
class of goods. 

{b) This price must be such that the quantity offered and die 
quantity demanded shall exactly coincide. 

(r) The price must be such as will give maximum satisfaction to the 
maximum number of buyers and sellers. 

All these laws are mathematical in character and involve problems 
qS equilibrium. 

In some such way would the new school reduce the science dT 
economics to a sort of mechanism of exchange, basing its justification 
upon the contention that the Hedonistic principle of obtaining the 
maximum of satisfaction at the minimum of discomfort is a purely 
mechanical principle, which in other connexions is known as die 
principle of least resistance or the law of conservation of energy. 
Every individual is regarded simply as the slave of self-interest, just as 
the billiard-ball is of the cue. It is the delight of every economist as 
of every good billiard-player to study the complicated figures whidi 
result from the collision of the balls with one another or with the 
cushion.* 

^ A full esqxMition of Walras^s system involves the supposition not only of two but 
of three markets interwoven together. On the actual market where goods are ex- 
chained the quantity of these commodities depends upon the quantity of productive 
services, land, capital, and labour, and the quantity of these productive services, at 
least the quantity of capital, depends to a certain extent upon the creation of new 
capital, \^^ich in turn depends up(m the amount of saving. The third market, then, 
it that of capitalization. Since the new capital can only be paid for out of savings— 
M., out of that part of the revenue winch has been employ^ in other ways than in 
buying consumable commodities — the price of capital must be such as to equal the 
quantity saved and the quantity of new capital demanded. If saving exc^ds the 
demand the price will faU, etc. 

To say that the price of capital has gone up is to say that the rate of interest or the 
reward of saving has &llen. But a fall in the rate of interest will check saving. The 
result will be a change of equilibrium, the price of new capital will Bdl, * he rate of 
interest will go up, etc. 

Briefly, then, the total maximum utilities on the one hand and the price the 
other, these are the two conditions determining equilibrium in the eccmomic world, 
no matter whether it be products or services or capital. ‘*Tbe same thing is true of 
gravity in the physiad w^d, which varies dir^tly widi the and mvers^ widi 
the squase of the distance* Such Is the twcdbki amdition which cktermlnes the move- 
ment of the celestial bodies. ... In both cases the whole science may be represented 
hyaformulacoDfisting of only two lines. Such a formidav^ Include a great nundiak 
ofhictt.*’ (Walrai^ &ommU p. 306.) 

* Professor Edgeworth employs a simiW conqMuriaon, speaking of the 
mmi as a charioteer and of soda! science as conaisthig of a diark>t and some dsch 
duurtoteor (M^tihmatkal Ps)>tkktt p* 15)* ***M6canh|oe Sochde* may one 'diqr trike 
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Am^ar problem oqiulibrium is to discover the exact proportion 
in which the different elements combine in production, Jevons com* 
pares production to the infernal mixture which was boiled in their 
cauldron by the witches in Macbeth, But the ingredients are not 
mixed haphazard, and Pareto thinks that they conform to a law analo- 
gmis to the law known in chemistry as the law of definite proportions, 
which determines that molecules shall combine in certain proportions 
only. The combination of the productive factors is perhaps not quite 
so rigidly fixed as is the proportion of hydrogen and mcygen which 
jgoes to form water. Similar results, for example, may be obtained by 
employing more hand labour and less capital, or more capital and 
less hand labour. But there must be some certain proportion which 
will yield a maximum utility, and this maximum is obtainable in 
precisely the same way as in other cases of equilibrium — that is, by 
varying the * doses’ of capital and labour until the final utility in the 
case both of capital and labour becomes equal. Grenerally speaking, 
this is the law that puts a limit to the indefinite expansion of industry, 
for whenever one element runs short, be it land or capital, labour or 
managing ability or markets, all the others are directly affected 
adversely and the undertaking as a whole becomes more difficult and 
kss effective. Pareto rightly enot^h attaches the greatest importance to 
this law, and we have only to remember that it is the direct antithetis of 
the famous law of accumulation of capital to realize its full significance. 

There are several other cases of interdependence to which the new 
sdiool has drawn attention, as, for example, that of certain comple- 
mentary goods whose values cannot vary independently. What is the 
vac of <mc glove or one stocking without another, of a motor-car 
without petrol, of a table service without glasses? Not only is this true 
of consumption goods; it also applies to production goods. The value 
of coke is necessarily connected with the value of gas, for you cannot 
produce the one without the other, and this applies to all by-products. 
The possibility of utilizii^ a by-product always lowers the price of the 
main commodity. 

IV: CRITICISM OF THE HEDONISTIC DOCTRINES 

The triumph of the new doctrines has been by no means universal. 
England, Italy, and Gomany, and even the United States, wdiere one 

tier place„atong wUk *Mto»iiqiie thmed each tqnm the dmibl^'skied 

of one maximum principle, ^ supreme pinnacle of mc^ as of i^iyncal scmce.’* 
(UMi, p. to.) 

Paiem raSPiisYh economy as a fttxbr of die b a l a n c e betimn dcsket and 

dm obilades which imnd in to way of foeir satiifimt^ 
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would least expect enthusiasm for abstract speculation, have supplied 
many disciples, and several professorial chairs and learned reviews 
have been placed at their disposal. During many years France seemed 
altogether closed to them. Not only was Walras, the doyen of the 
new school, forced to leave France to find in foreign lands a more 
congenial environment for the promulgation of his ideas, but at one 
time it would have been quite impossible to mention a single book 
or a single course of lectures given either in a university or anywhere 
else in which these doctrines were taught or even criticized.^ 

We might have understood this antipathy more easily if France, like 
Germany, had already been annexed by the Historical school. There 
would have been some truth in a theory of incompatibility of tempers 
under circumstances of that kind. But the great majority of French 
economists were still faithful to the Liberal tradition, and one might 
naturally have expected a hearty welcome for a school that is essentially 
Neo-Classical and pretends nothing more than to give a fuller demon- 
stration of the theories already taught by the old masters.* 

The mere fact, however, that they presumed to draw fresh lessons 
or to deduce new principles from those already formulated by the 
older writers appeared an unwarranted interference with doctrines 

1 We have had, of coune, Ciolsoii*s great book on political economy, whidi contains 
a mathematical treatment of demand and supply and Landry’s exposition of the 
Austrian theory in his Manuel 6 conomique. We have already referred to Aupetit’s book 
on money. We must also mention the translations of the Manual of PoHHcal Ecornn^ 
of Vilfredo Pareto and of Jevons’s Theory of PoHHcal Econorry, Since then the exponents 
of mathematical economics have become very numerous in France {<f, p. 499 a.), 

* Paul Leroy-Beaulicu was particularly severe upon the Mathematical method. 
** It is a pure delusion and a hollow mockery. It has no scientific foundation and is of 
no practical use. It is as much a gamble as the scramble for prizes at the table at 
Monte Carlo. . . . The so-called curve of utility or demand is of no earthly use, for 
if the price of wine goes up the consumption of beer or cider will increase, that is all.” 
(TrrdU d*£coiwmu poHHque, Vol. I, p. 85; Vol. Ill, p. 62.) 

This last criticism is somewhat unexpected, for we have already seen that foe 
Hedonists are very far indeed from ignoring the law of substitution. If they did not 
actually discover it they immensely amplified it. And it is very probable that if there 
had been a contradiction between foeir doctrines and this law it would not have 
escaped them. Moreover, we note that beer and cider have their demand cinrves: 
cannot wine have one as well? Having to pass from one to the other does undoubtedly 
complicate matters, and the Mathematical economist frequently finds himself obliged 
to juggle not with one but with two or three balls. But fois is just the Idnd of diffi- 
culty which is amenable to mathematical treatment— nay, even, perhaps, donands 
it The connexion between the values of complementary or supplementary goods is 
one of foe problems that has been most thoroughly investigate by the Hedonisti. 
See Pantalroni, Ecommia pmeu 

A criddsm od Mathematical economics may be found in an article by Simiiand 
entitled La M^kode posUm en science kotwmque {Ream de MUepfysigue et de mmdeg 
Kov^ber 1908), and a good rqply in La MjlHu^ mcMmaUgm en Iconmk peUH^^ 
byl^mivier. . . » 
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that had hitherto seemed good enough fcur every one. Criticism of 
that kind, of course, is not worth serious attention. 

An easio: line of criticism, and one very frequently adopted, is to 
maintain that the wants and desires of mankind are incapable of 
measurement and that mathematical causations can never be recon- 
ciled with the doctrine of free will. But such claims as these were 
never put forward by the Mathematical school. On the contrary, it 
has always recognized that every man is free to follow his own bent — 
trahit sua quemque voluptas — ^merely inquiring how man is to act if he is 
to obtain the maximum satisfaction out of the means at his disposal 
and to overcome the obstacles that stand in his way. Neither has it 
ever ventured to say that such and such a man is forced to sell com or 
to buy it, but simply that if he does buy or sell it will be with a deter- 
mination to make the best of the bai^ain, and that such being the 
case the buying or selling will take place in such and such a fashion. 
It further claims that the action of a number of individuals under 
similar circumstances is equally calculable. So is the movement of the 
balls on the billiard-table, but that does not interfere with the liberty 
of the players.^ 

Nor do they pretend to be able to measure our desires. What they 
do — ^and it is not so absurd after all, because we are all doing it — is 
to express in pounds, shillings, and pence the value we put upon the 
acquisition or loss of an object that satisfies our desire. Moreover, the 
Mathematical school does not make much use of numbers, but con- 
fines itself to algebraical notation and geometrical figures — ^that is, to 
the consideration of abstract quantities. To write down a problem 
in the form of a mathematical equation is to show that the problem 
can be solved and to give the conditions under which solution is alone 
possible. Beyond this the economist never goes. He never tries to fix 
the price of com, whatever it may be; he leaves that to the 
speculators.’ 

From the other side — ^that is, from the historians, interventionists, 
solidarists, socialists — comes criticism which is quite as bitter and not 
a whit easier to justify. The Hedonistic doctrine appears to th^ 
simply as a fresh attempt to restore the optimistic teaching of the 
.Manchester school, with its individualism and ^oism, its free competi- 

^WiUras put k wdil when he wrote as follows: **We have never tried to anaiyie 
die motives free human beings. We have siinply tried to give a mathematical 
oqMrei^m the result.’* (MUments d*&(momii polUigue pm, p. 230*) 

* **We do not know exiu^y \riiat it is that bki^ the function and die variable 
together, mr the intensity die sadsded need to the quantity already consumed. But 
frr every kern mtdM one side we fed ceitaindkat thmmust be a corresponding item 
on the odicr.” (Aupetit, TMork d$ la Mormak, p. 4a.) • 
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tion and general harmony, its insidious justification of intcre^ rent, 
and starvation wages — ^in the name of some imaginary entity which 
they call marginal utility. In short, it looks just like another proof of 
the thesis that the present economic order is the best possible — a proof 
that is all the less welcome seeing that it claims to be scientific and 
mathematically infallible. 

This sort of criticism is nothing less than caricature. It would be 
futile to deny that the new school has undertaken the task of carrying 
on the work of the Classical writers, but what possible harm can there 
be in that? The royal road of science often turns out to be nothing 
better than a very narrow path — ^but it does lead somewhere. There 
would be no progress in economic science or in any other if every 
generation were to throw overboard all the work done by its prede- 
cessors. What the Hedonistic school has tried to do is to distinguish 
between the good and the bad work of the Classical writers and to 
retain the one while rejecting the other. 

The main object of the equilibrium and final utility theories is not 
to justify the present economic regime, but merely to explain it,^ 
which is quite a different matter. But it does happen in this case that 
the explanation justifies the conclusion that imder the conditions of a 
firee market the greatest good of the greatest number would naturally 
be secured. The term ‘good,’ however, is used in a purely Hedonistic 
and not in the ethical sense. No attention is paid to the pre-existing 
conditions of the exchange, and none is bestowed upon its possible 
consequences. The old-time bargain between Esau and Jacob, when 
the former sold his birthright for a mere mess of pottage, gave the 
maximum of satisfaction to both, even to Esau, of whom it is related 
that he was at the point of death, and to whom accordingly the 
pottage must have been of infinite value. Even if Jacob had offered 
him a bottle of absiiithe instead the result would have been equally 
satisfactory firom a Hedonistic standpoint. The theory takes as little 
account of hygiene as it does of morals. 

The Hedonist, by way of amendment, might suggest that Esau 
would have made a better bargain if there had been, not one, but 
several Jacobs offering the pottage, which helps to explain why they 
are so partial to competition and so strongly opposed to memopoly.* 
No Hedonist would deny that Esau was exploited by Jacob; but, on 

^ For a vigorous refutation of this criticism see two artides by Rbt entitled Sconotme 
opHmisU and Amtnrne sew^figue in the tUuue de «f dr morale for Jidy 1904 

and September 1907. 

' * Or he will argue, perhaps, that the market would have been mudi more fimnifw 
aide to Bsau if Jai^ had hid more pottage toan he coidd easily have di^>bsed 
case where even monopdy mis^t ofo some adviiit^Ee.to the Iniyer. 

m 
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the othor hand, they would point out that there is no necessity to 
imagine that society is made up only of Esaus and Jacobs^^ 

The same thin^ applies to Bohm-Bawerk’s celebrated theory of 
interest. Indeed, Bohm-Bawerk quite definitely states that he merely 
wants to discover some explanation of interest, but does not anticipate 
that he will be able to justify it, and in that spirit he condemns the 
ethical justifications that were attanpted some centuries back. His 
object is to show that interest is due neither to the productivity of 
capital nor to the differential advantages enjoyed by its possessor. 
Neither is it a tax levied upon the exploited borrower: it is simply a 
ftm^-payment. In other words, it represents the difference between the 
value of a present good and the same good on some future occasion. 
It is just the result of exchanging a present good for a future one. A 
hundred francs a year hence are not equal in value to a hundred francs 
here and now. To make them equal we must either add something 
by way of interest to the future item or take away something by way 
of discount from the present one.^ 

Tmming to the theory of wages, according to which the wages of 
each class of producers is supposed to be determined by the produc- 
tivity of the marginal worker in that class, we arc struck by the fact 
that it is only a little less pessimistic than the old ‘brazen law.’ What 
it really implies is that the marginal worker — ^the worker whom the 
enJtrepreneur is only just induced to employ — consumes all that he 
produces. 

The Hedonistic school, in short, has no theory of distribution, 
mither docs it seem very anxious to have one. It speaks, not of co- 
sharers, but of productive services, whose relative contributions it is 
interested to discover. But it is one thing to know exactly what fraction 
of the work is due to a certain unit of capital or a given individual 
workman, and quite another to know whether workers or capitalists 
are being unfairly treated. 

The best proof that the Hedonists are not mere advocates of laissez^ 
fake is the general attitude of the leaders. It is true that the Austrian 
school has always shown itself quite indifferent to the social or working- 

1 ‘‘For purposes of demonstration,** says Pareto, “we have assumed the existence 
of private inroperty. But to assume on the strength the conclusmn which we have 
established that a regime private property gives the maximum of well-being would 
clearly be to beg the question.** 

* This doctrine is not accepted even by aU the Hedonists. Walras especially is very 
critical In the fourth edition his Mcomnie pars* M. A. Landry m his iid/rlt du CapUal 
(1904) and Irving Fisher in The Rate of Interest (1907) have tried if not to demolish 
it at least to correct it by giving a more subtle a^ysis ed the motives detennining a 
pieferesice A»r ahsturemcmneascoirpared wi^apresentone. Hus ttme^ptefriei^ 
of oomse, varks the forhine of eadi 1^ odiet circmnstances. 
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class question,^ as it is sometime called^ but it certainly has a pa:fect 
light to confine itself to pure economics if it wishes. The other leaders 
of the school, however, have clearly shown that the method followed 
need involve no such approval or acquiescence. Not to mention 
Stanley Jevons, who in his book Social Reform makes a very strong case 
for intervention, we have also Professor Walras, who stands in the 
front rank of agrarian socialists. Leaving aside merely utilitarian 
considerations, he points out that in the interest of justice, which, as 
he has been careful to emphasize, involves quite a different point of 
view, he wants to establish a regime of absolutely firee competition. 
But how is this to be accomplished? Merely by means of laissezfaire^ 
as the old Liberal school had thought? Not at all. It can only be 
done through the abolition of monopoly of every kind, and land 
monopoly, which is the foundation of every other, must go first. The 
reform advocated in his Economic sociale consists of two items, land 
nationalization and the abolition of all taxation. The two items are 
intimately connected because the rents now become the possession of 
the State will take the place of the taxes, and the object of both is the 
same, namely, the extension of free competition by securing to every 
citizen the full produce of his work. Under existing conditions the 
producer is doubly taxed — ^in the first place by the landowner and 
then by the State.* Moreover, when we remember that the point of 
equilibrium in Walras’s system occurs just where the selling price 
exactly coincides with the cost of production — ^in other words, where 
profit is reduced to zero — ^we begin to realize how far it is firom any- 
thing in the nature of an apology for the present condition of things. 

Vilfredo Pareto, another representative of this school, although 
ultra-individualistic in his opinions and extremely hostile to inter- 
ventionism or solidarity, takes good care not to connect his personal 
opinion with the Hedonistic doctrines. As a matter of fact he thinks 
that, theoretically at least, the maximum of well-being mig^t be 

^ We have already remarked on this in the case of M. Bdhm-Bawerk. this is 
another respect in which the Hedonists have shown themselves faithful to the Classical 
tradition. The necessity for separating the art from die science of political economy, 
pure economics from applied, was especially emphasized by Goiircelle-Saaeinl and 
GherbuUez. Pareto put it well when he said that the maximum cd" ophelimity can be 
put in the shape of an equation, but the maximum of justice can not. 

* This syst^ according to Walras, would possess another advantage in that it 
would facilitate the establishment of,fiee,trade, which is an ideal of the science. The 
chief difficulties would thus be avoided, such as unequal import dudes and unequal 
d^ree of fddlity. **Free trade has always involved the absence of duties, and the 
nadonalizadon of lainl would further result in the finee movement of capital and 
labour to whatever place mig^t prove most advantageous to them.** (La Paix par ta 
jwiice soemU itpar k libre^icheaige, in Qjmskms prtUigius de emUnj Seplettdiet^ 

October 1907.) 
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attainable under a collectivist regime, although he does not 
think that collectivism is yet possible. But this^opinion is fotmded upon 
^ethical and other considerations which are quite outside the scope 
of economics.”^ 

M. Fantaleoni, who soars higher still into the realm of pure, 
transcendental science, ventures to declare that the substitution of 
purely altruistic motives for merely selfish ones would involve about 
as much change in the calculation as would the substitution throughout 
erf* a plus for a minus sign in an algebraical equation. All extremes 
meet. Complete disinterestedness and absolute egoism would neces- 
sarily work out very much the same. Devotion to duty would replace 
the clamour for rights; sacrifices would be exchanged instead of 
utilities. But the laws determiniiig their exchange would still be the 
same. The Hedonists arc not so much concerned with the morality 
of such laws as with the productive capacity of a given economic state, 
just as in the case of a piece of machinery the engineer’s sole concern 
is to gauge the output of that machine. 

But the most serious criticism passed upon the work of the school 
is that at the end of the reckoning nothing has been discovered that 
was not already known, to which the Hedonists reply that they have 
at least succeeded in making certain what was only tentative before. 
The discovery of truth appears to be an intermittent process, and the 
first vague presentiment is often as useful as the so-called scientific dis- 
covery^ Astronomy, which is the most nearly perfect of the sciences, has 
progressed just in this way. The older economists felt fully convinced 
that the regime of free competition was best, but they gave no reason 
for the feith that was in them and no demonstration of the conditions 
under which the doctrine was true. Such a demonstration the Mathe- 
matic^ economists claim to have given by showing that a regime of 
&ec competition is the only one where a maximum of satisfaction is 
available at a minimum of sacrifice for both parties. The same con- 
sideration applies to the law of demand and supply, the law of in- 
difference, cost of production, wages, interest, rent, etc. To have given 
an irrefutable demonstration of theories that were formerly little better 
than vague intuitions* or amorphous hypotheses is certainly something. 

^ The tame is true of American economists, where the use of the Hedonistic method 
if hy no meaxn confined to one school. Pr<^eaw>r Clark employs it, and he is rather 
indined to set up an apd<^ for die present economic order and to trust to the 
efficacy of fiee competition. But Professor Fatten also makes use of it, and he h an 
tnlxarvientioaist of the extreme type. 

* Eoonoiidcs will become a science when it can say that **wliat was just now nothing 
beuer duuoi an ta^ntiQn can now be fiiHy proved.^ (Walras, &ommk poUHgw pm^ 

^ 4 « 7 .) 
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We may laugh as much as we like at the homo monomicuSy who is by 
this time little better than a skeleton, but it is the skeleton that has 
helped the science to stand upright and make progress. It has helped 
forward the process from the invertebrate to the vertebrate. 

But admitting that all these doctrines have been definitely proved, 
as the Hedonists claim they have, is the science going to profit as much 
as they thought by it? Somebody has remarked that mathematics is 
a mere mill that grinds whatever is brought to it. The important 
question is, What is the corn like? In this case it consists of a mass of 
abstractions — a number of individuals actuated by the same ^elfish 
motives, alike in what they desire to get and are willing to give,^ the 
assumed ubiquity of capital and labour, facility for substitution, etc. 
It is possible enough that the flour coming from the mill may not prove 
very nutritious. When ground out the result would at any rate be as 
unlike reality as the new society outlined by Fourier, the Saint- 
Simonians, or the anarchists, and its realization quite as improbable, 
unless we presuppose an equally miraculous revolution. The Hedonists 
firankly recognize this, and in this respect they show themselves superior 
to the Classical economists, who when they talk of fi^ee competition 
believe that it actually exists.* 

But however sceptical they arc about the possibility of ever realizing 
all this, they are somewhat emphatic about the virtues of the new 
method, and they are not exempt, perhaps, from a certain measure of 
dogmatic pride which irresistibly reminds one of the Utopian socialists. 
Could we not, for example, imagine Fourier writing in this strain: 
*^What has already been accomplished is as nothing compared with 
what may be discovered” (by the application of the mathematical 
method);* or “The new theories concerning cost of production have 
the same fundamental importance in political economy that the 
substitution of the Copemican for the Ptolemaic syst^ has in 
astronomy”?* We have already called attention to the comparison 

^ is necessary to apply the law of file vacation of intensity of need to each « 
separate individusd in relation to each one o£ his needs.” (Aupetit, La Mmoude, 
P* 93 -) 

* It is only those Hedonists who claim to be able to establish an exact science that 
make use of the mathematical and abstract method to tlw toUd exclusion of the 
historical and biological method. Professor Marshall expressly dedares himself in 
favour of the biological method, and would advocate employing diagrams and curves 
as little as possible {JSconomic Journal, March 1898, p. 50). 

* Pareto, Ghomali digU EeonmisH, September igoi. ♦ 

* Bdhm-Bawerk, Thi Austrian ^ommsts, loc. ^ On iht other hand, one of fiie 

disciples of this school, M. Landry, writes: ”To-day the Austrian school is somcMdiat 
played out” ktmmiquiy in Itimta di Seienga, 1907). At the end of fiiirty yeazsl 

— not aTvery long fife. 
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of Walras's system with Newton's Principia — ^all of which rather savours 
of enthusiasm outrunning judgment. 

While recognizing the very real services which the Mathematical 
and Austrian schools have rendered to the science, and admitting that 
they mark an era in the history of economics which can never be 
forgotten, we cannot do better than conclude with the advice of an 
economist who is himself an authority both in the Mathematical and 
Classical schools, and who is therefore well qualified to judge: 

The most useful applications of mathematics to economics arc 
those which are short and simple and which employ few symbols; 
and which aim at throwing a bright light on some small part of the 
great economic movement rather than at representing its endless 
complexities.^ 


CHAPTER II: DOCTRINES THAT OWE THEIR 
INSPIRATION TO CHRISTIANITY 

Every one who knows the Bible at all or has the slightest acquaintance 
with the writings of the early Fathers must have been struck by the 
number of texts which they contain bearing upon social and economic 
questions. And one has only to recall the imprecations of the prophets 
as they contemplate the misdeeds of merchants and the greed of land- 
gmbbers, or strive to catch the spirit of the parables of Jesus or the 
epistles of the Fathers concerning the duty of the rich towards the poor 
— a, point emphasized by Bossuet in his sermon on The Eminent Dignity 
of the Poor — or dip into the folios of the Canonists or the Summa of 
Aquinas, to realize how imperative were the demands of religion and 
with what revolutionary vehemence its claims were upheld.* 

But not until the middle of the nineteenth century do we meet with 
social doctrines of a definitely Christian type, and not till then do we 
witness the formation of schools of social thinkers who place the 
teaching of the Gospel in the forefront of their programme, hoping 
that it may supply them with a solution of current economic problems 
and with a plan of social reconstruction.* It is not difficult to account 

^ Mardlall, DistriktUm and Endurngif in Ecommic Jmtmdi Mardi 1896. 

* We need only recall the doctrine of usury and the U^ladon on the question — 
all of it the outcome of CSanonist teaching. 

* A Qidu^c professor — long since forgotten — of the name of de Coux vnote as 
folloHV In a book entitled Essai d*£eommie poUdqmt published in 1832: **The practical 
a^^katinn of Caffiolicisin would result in the finest system of Kxdal ecoimmy that 
iha worid has ever seen.” 
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for dieir appearance at this juncture. Their piimaxy object was to 
bear witness to the heresy of socialism, and the nature of the object 
became more and more evident as socialism tended to become more 
materialistic and anti-Christian. It became the Church’s one desire 
to win back souls from the pursuit of this new cult. It was the fisar of 
seeing the people — her own people— enrol themselves under the red 
flag of the Anti-Christ that roused her ardour.^ But to regard it as 
a mere question of worldly rivalry would be childish and misleading. 
Rather must we see in it a reawakening of Qiristian conscience and 
a searching of heart as to whether the Church herself had not betrayed 
her Christ, and in contemplation of her heavenly had not forgotten 
her earthly mission, which was equally a part of her messatge; wheth«* 
in repeating the Lord’s Prayer for the coming of the Kingdom and 
the giving of daily bread she had foi^otten that the Kingdom was to 
be established on earth and that the daily bread meant, not charity, 
but the wages of labour. 

Both doctrines and schools are of a most heterogeneous character, 
ranging from authoritative conservatism to almost revolutionary 
anarchism, and it will not be without some effort that we shall include 
them all within the limits of a single chapter. But it is not impossible 
to point to certain common characteristics, both positive and n^ative, 
which entitle us to regard them all as members of one family. 

As a negative trait we have their unanimous repudiation of Classical 
Liberalism. This does not necessarily imply a disposition to invoke 
State aid, for some of them, as we shall see, are opposed even to the 
idea of a State. Neither does it imply a denial of a ‘natural order,’ 
for under the name of Providence and as a manifestation of the will of 
God the ‘order’ was a source of perennial delight to them. But man 
was to them an outcast without lot or portion in the ‘order.’ Fallen 
and sinful, bereft of his freedom, it was impossible that of himself he 
should return to his former state of bliss. To leave the natural man 
alone, to deliver him over to the pursuit of personal interest in the 
hope that it might lead him to the good or result in the rediscovery 
of the lost way of Paradise, was clearly absurd. It was as futile in the 
economic as it was in the rdigious sphere. On the contrary, the 
Christian schook maintained that the ‘natural’ man, the old num, the 

^ ^‘dmtholicism alone has tiie necessary cohesion and power to wi^stand sodaUsm, 
which has been erected upon the ruins of the Liberal system.** (Comte de Mun, 
La QyisHon soeude m XIXe sikU, 1900.) 

**There is no need to think of the Church as a kind of gendarme in cassock Singing 
it»lf agi^t the people in the interest of capital. Rather kshould be undaslood that 
it is working in the interests and solely for ^e d^ence of the weak.** (Comte deMtm, 
Diseom, 1893.) 
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feBt Adam of the New T^tament, must somehow be got rid of bdbre 
Toom could be found for the new man within us. Every available 
force, whether religious, moral, or merely social, must be utilized to 
keep people from the dangerous slope down which egoism would 
inevitably lead them.^ 

The new doctrines arc also distinct from socialism, despite the fact 
that their followers frequently outbid the socialists in the bitterness of 
their attacks upon capital and the present organization of society. 
They refuse to believe that the creation of a new society in the sense 
of a change in economic conditions or environment is enough. The 
inifividual must also be changed. To those who questioned Christ 
as to when the Kingdom of God shotild come, He replied, “The king- 
dom of God cometh not with observation . . . for, behold, the kingdom 
of God is within you,” and His answer is witness to the fact that social 
justice will only reign when it has achieved victory over human hearts. 
Social Christianity must never be compared with the socialism of the 
Liberals or the Associationists, for the latter believed man to be 
naturally good apart from the deteriorating effects of civilization. 
N<m: must it ever be classed with the collectivism of Marx, which has 
its basis in a materialistic conception of history and class war. Some 
of these Christian authors, it is true, regard State Socialism with a 
certain degree of favour and would possibly welcome co-operation, 
but to most of them legal coercion docs not seem very attractive and 
they prefer to put their faith in associations such as the family, the 
corporation, or the co-operative society. We could hardly expect 
otherwise, seeing that every church is an organization of some kind 
or other. The Catholic Church especially, whatever opinion we may 
have of it, is at once the greatest and the noblest association that ever 
existed. Its bonds are even stroller than death. The Church militant 
below joins hands with the Church triumphant above, the living pray- 
ing for the dead and the dead interceding for the living. 

From a constructive standpoint they defy classification. They have 

^The Social Chiisdam somewhere make the remark that even if the orthodox 
account of creation is destined to disappear before the onslaughts of the evolutionary 
dieory and Adam makes way for the gorilla, the problem would merely be intensified, 
for it would stiU be necessary to get rid of the **old man.*’ ‘*We live,” says Bruned^, 
*‘in the strength of the victories won ova* the more primitive instincts of our nature” 
{Revue 4 e$ Deux Mandes^ May i, 1895}. ' 

Kidd in his Social EvoluHon, a work which attracted great attention when it was 
first published in 1894, attempts to apply the Darwinian theory to Christianity. He 
accq>& the Darwinian hypothesis that the strug^^ for existence and natural selection 
constitute the mainsprings of progress. But the struggle may demand, or tl^ .^lection 
involve, die sacrifice individual to ccdlecdve interest, and the only force which 
can in^nre such sac ri fice is rdigion. 
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a common aspiration in their hope of a society where all men will be 
brothers, children of the one Heavenly Father,^ but many are the 
ways of attaining this fraternal ideal. In the same spirit they speak 
of a just price and a fair wage much as the Canonists of the Middle 
Ages did. In other words, they refuse to regard human labour as a 
mere commodity whose value varies according to the laws of supply 
and demand. The labour of men is sacred, and Roman law even 
refused to recc^nize bartering in res sacra. But when it becomes a 
question of formulating means of doing this, the ways divide. Numer- 
ous as are the Biblical texts which bear upon social and economic 
questions, they are extraordinarily vague. At least they seem capable 
of affording support to the most divergent doctrines. 

Some might consider it a mistake to devote a whole chapter to these 
doctrines, seeing that they are moral rather than economic, and that, 
with perhaps the exception of Le Play, who is only indirectly con- 
nected with this school, we have no names that can be compared with 
those already mentioned. But not a few intellectual movements are of 
an anonymous character. The importance of a doctrine ought not to 
be measured by the illustrious character of its sponsor so much as by 
the effect which it has had upon the minds of men. No one will be 
prepared to deny the influence which these doctrines have exercised 
upon religious people, an influence greater than either Fourier’s, 
Saint-Simon’s, or Proudhon’s. Moreover, they are connected with 
the development of important economic institutions, such as the 
attempt to revive the system of corporations in Austria, the establish- 
ment of rural banks in Germany and France, the development of 
co-operative societies in England, the growth of temperance societies, 
the agitation for Sunday rest, etc. Nor must we forget that the pioneers 
of factory legislation, the founders of workmen’s institutes, men like 
Lord Shaftesbury in England, Pastor Oberlin, and Daxiiel L^and 
the manufacturer, were really Christian Socialists. 

I; LE PLAY’S SCHOOL 

Le Play’s* school is very closely related to the Classical Liberal, 

^ It was no Christian Socialist, but Auguste Comte, the foimder of Positivism, who 
wrote: “The original equality of men is not a doctrine founded simply upon the 
observation of social facts. It was only clearly affirmed for the first tilne by Christian- < 
ity.” (TtmU de Politiquey Vol. I, p. 407.) 

* Fr^^c Le Play (1806-82) was a mining engineer, and was educated at the 
£cole polytechnique. He subs^uently became a prdesSor at the £^le des Mines 
and a Coj^iller d’£tat. In 1B55 he published a collection mono^phs dealing 
with woddng-class families under the title of L$s Otmiers in one volume (tiie 

second edition, which appeared in 1877, consisted of ax volumes). In t884 .be 
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some of its best-known representatives actually belonging to both. 
Tl^ere is the same antipathy to socialism and the same dread of State 
intervention. 

" But it is not difficult to differentiate from the more extreme Liberal 
school which finds its most optimistic expression in the works of 
certain French writers. The cardinal doctrine of that school^ namely, 
that individual effort is alone sufficient for all things, finds no place 
in Lc Hay’s philosophy. Man, it seemed to him, was ignorant of what 
his own well-being involved. In the realm of social science no fact 
seemed more persistent or more patent than error. Every individual 
appeared to be bom with a natural tendency to evil, and he pic- 
tmesquely remarks that “every new generation is just an invasion of 
young barbarians that must be educated and trained. Whenever such 
training is by any chance neglected, decadence becomes imminent.”^ 

Among the errors more particularly denounced by Lc Play were 
the special idols of the French bourgeois — the “false dogmas of ’89” 
as he calls them.* It seemed to him that no society could ever hope 
to exist for any length of time and still be content with the rule of 
natural laws, which merely meant being ruled by the untamed instincts 
of the brute. It must set to and reform itself. Hence his book is 
entitled Social Reform^ and the school which he fotinded adopted the 
same title. 

Some kind of authority is clearly indispensable; the question is 
what it should be. The old paterfamilias relation immediately suggests 
itself as being more efficacious than any other, seeing that it is founded 
in nature and not on contract or decree, and springs from love rather 
than coercion. The family group under the authority of its chief, 
which was the sole social unit under the patriarchal system, must again 


published an exposition of his social creed in La Rifomt sodale, a book that Montalem- 
beit dedared to be ** the most originah the most courageous, the most useful, and 
altogether the most powerful book of the century.” It hardly deserves such extrava- 
gant praise, perhaps, but it is true th^t many of its more pessimistic prophecies concern- 
ing the fr ture of France have been very curiously verified. 

In 1856 Le Play founded La Soci6t^ d*£ccmomie sociale, which since 1881 has 
been responsible for the publication of La Rifirm sodak. He organized the Universal 
Exhibidon in 1867, and was one of the first to arrange exhibidons of social work. 
For a r€8um6 of Ids life and work see Fridiric Le Plof by Auburdn 

(Paris, 1906). 

' ^ Fragramme des Vnhns de la Paix eociaU, diapter i. 

• gravest and most dangerota error of all, and one that has been the parent 
of all our revolutions, is the fislse principle which the innovaton of 1789 would put 
into praedee and whidi afiBrms the original perfection ci mankind. It encourages 
the bdifef diat a society composed of 'natural* men would enjoy peace and happiness 
without any efihrt at and that these deskferata are just the spontaneous outcome 
of every finw sodety.** 
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be revived in the midst of our comply social relations. But parental 
control cannot always be relied upon, for the parent is frequently 
engrossed with the* other demands of life, and there is positive need 
for some social authority. This new social authority will not be the 
State — that is, if Lc Play can possibly avoid it. The first chance will 
be given to ‘naturaT authorities — those authorities which rise up 
spontaneously. The nobility is well fitted for the task where it exists. 
In the absence of nobility, or where, as was unfortunately the case in 
France, they were impervious to a sense of duty, society must fall 
back upon the landed proprietors, the employers, and persons of ripe 
judgment — ^men who hardly deserve the title of savants, but neverthe- 
less with considerable experience of life. Failing these it could still 
appeal to the local authorities, to those living nearest the persons con- 
cerned, to the parish rather than the county, the county rather than 
the State. State intervention is indispensable only when all other 
authorities have failed — in the enforcement of Sunday observance, for 
example, where the ruling classes have shown a disposition to despise 
it. The necessity for State intervention is evidence of disease within 
the State, and the degree of intervention affords some index of the 
extent of the malady.^ 

Seeing that he attaches such importance to the constitution of the 
family, Le Play is also bound to give equal prominence to the question 
of entail, which determines the permanence of the family. Herein lies 
the kernel of Le Play’s system. He distinguishes three types of families: 

1. The patriarchal family. The father is the sole proprietor, or, 
more correctly, he is the chief administrator of all family affairs. At 
his death all goods pass by full title to the eldest son. Such is the most 
ancient form of government of which we have any record. It is the 
political counterpart of the pastoral regime, and both may still be 
seen in full operation on the Russian steppes. 

2. The family group. Children and grandchildren, no longer 
remain under paternal authority throughout life. With a single 
exception they leave the family hearth and proceed to foimd new 
homes. Whoever remains at home becomes the heir, ^er first 
becoming his father’s associate during the latter’s lifetime. He 
becomes the new head of the family by paternal wish, and not of 
legal r^ht or necessity. The property thus passes to the worthiest, to 
him who is thought best able to preserve it. It is this r^me, Le Play 
thinks, that explains the extraordinary stability of China; and the 

* ^ **lt is the gi^at xnkfortune of France that the family diould be immersed m 

commune, the commune in die d^artment, the dqpiurtment in the State,^’ (La 
fUform spciali, Vol. Ill, Bo<dt VII.) 
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same system, though somewhat shaken, is the source of England’s 
strength and vitality. There \sere some parts of France where, in 
spite of the Civil Code, a similar system was still in vogue. There was 
one such family in particular, that of the Pyrenean peasant Melouga, 
whose history showed a wonderful continuity, and the story of that 
family recurs as a kind of Uitmoiw through the whole of the writings of 
Le Pfay and his immediate disciples. The Melouga family has since 
become extinct. 

3. The unstable family, where all the children, as sooh as they arrive 
at maturity, quit the home and set up for themselves. At the father’s 
death the family, already scattered, is completely dissolved. The 
patrimony is divided equally between all its members, and any busi- 
ness which the father may have possessed, whether agricultural or 
industrial, goes into immediate liquidation. This is the regime bom 
of individualism which is characteristic of all modem societies, 
especially France. 

Lc Play’s sympathy is entirdy with the second, for the family group 
seems to hold the balance evenly between the two antagonistic forces 
which arc both indispensable for the wdfare of society, namely, the 
spirit of conseiyatism and the spirit of innovation. Under the patri- 
archal system the former preponderates,^ while under the regime of 
the unstable family it is utterly wanting. The latter reminds us of 
Penelope’s web — each generation making a fresh beginning. But this 
periodical division of wealth fails to give the desired degree of equality, 
few the removal of every trace of solidarity between the members means 
diat the one may become rich and the other sink into poverty. Every 
one fights for his own hand. Moreover, when children only remain 
with their parents for just a short period of tutelage there is a power- 
ful incentive given to race-suidde, as is clearly shown in the case of 
France. As soon as the offspring find themselves in a position of self- 
miffidency they leave the old home, just as the young animal does. 
Under such circumstances it is clearly to the inter^t of parents to 
have as few children as possible.^ 

The family group, on the other hand, entrusts its traditions and 
dieir preservation to the keeping of the child who remains at home. 
Those who leave have thtdr way to make, and become hdrs of that 

like patriarchal regime] in all matters relating to economic action or to 
soctal lifr sho%v8 greater attadiment to the past than concern for the future. Obedience 
is die keynote ratho* than initiatkm. The family group tends to arrest the enterprise 
vduch would characterize the action of the more i^ependent memben of the fa^y 
in a somewhat freer atmosphere.” {La Bd/mm sodaUt Bode III.) 

* ^In riiort, I have never met wi^ a social mrganizatiem which to the same extent 
vitiates die laws bodi of nature and morality.” 



LS play’s school 


521 

industrial spirit which has made England the mistress oi the world. 
True fraternal equality is also preserved, for the old home always 
remains open — a harbour of refuge to those who fail in the industrial 
struggle. To mention but one instance, the ‘old maid,* whose lot is 
often exceedingly hard, need never be without a home. 

Apart from moral reform, there seemed only one way of establish- 
ing the family group in France, namely, by greater freedom of bequest, 
or at the very least by increasing the amount of goods that may be 
given to any one child, so that a father might be able to transmit the 
whole of his land or his business to any one of his children on condition 
that the heir fairly indemnified each of his brothers should their 
respective shares be insuflfeient.^ 

A father’s authority over his childrbn is an indispensable element 
in the stability of society, and a master’s authority over his men, 
though derivative in character, is scarcely less so. The continuance of 
social peace largely depends upon the latter, and the preservation of 
social peace should be the essential aim of social science.* We are 
continually meeting with the expression ‘social peace’ in the writings 
of Le Play and his school, and the associations which they founded 
became known as “ Unions of Social Peace.” 

Play’s first essay, an admirably planned Exposition of Social Economics^ 
was published in 1867. The sole object of its author was to further 
the establishment of such institutions as were likely to promote under- 
standing among all persons employed in the production of the same 
goods. We might even be tempted to say that the whole co-partnership 
movement started by DoUfus at Mulhouse in 1850 with the utterance 
of the famous phrase, “The master owes something to the worker 
beyond his mere wages,” was inspired by Le Play.* Le Play pinned 
his faith to the benevolent master. It was quite natural that the 
apostle of the family group should regard the factory as possessing a 
great deal of the stability and many of the other characteristics of the 

^ Le Play, who bad some influence over Napoleon III, tried to get him to consent 
to some such modifleation of the Civil Code. But the Emperor, though favourably 
inclined, and despot as he was, dared not alienate pubHe sympathy in the matter. 
And really fathers seldom exercised the full authority which the law gave them at one 
time. The evil, then, if it is an evil, is deeper than Le Play imagined, and seems to be 
moral rather than 1^^ 

* ** Human societies should aim not so much at the creadon oi wealth as such, but 
rather at increaring the weU<^being mankind. WeU-being includes daily Inread, but 
it does not exclude social peace.’* (Qaudio Jannet in a lecture on Les Ecoks 
d* 6 cmmdg sodak.) 

• We must renumber that these were the orthodox vkws thm. ViHcrm^ 

in 1640 in his celebrated Tableau de V£tat moral et iks ouorkrs, thought it was 

the employers ready who ccnihl best improve die circumstances and diaracser of the 
workecL 
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^usoily, such as its quasi-permanent engagements^ and its various 
{pr^es of workfaig men aU grouped together imder the authority of a 
well-respected chirf. 

Le Play’s thesis that the salvation of the working classes can only 
come from above seems to have even less foundation than the opposite 
doctrine of syndicalism, which claims that their deliverance is in their 
own hands^ and it was once for all refuted in a brilliant passage of 
Sluart Mill’s:* 

No times can be pointed out in which the higher classes of this 
or any other country performed a part even distantly resembling 
the one assigned them in this theory. All privileged and powerful 
classes as such have used their power in the interest of their own 
selfishness. ... I do not affirm that what has always been must 
always be. This at least seems to be undeniable, that long before 
the superior classes could be sufficiently inspired to govern in the 
tutelary manner supposed, the inferior classes would be too much 
improved to be so governed. 

Besides the master and the State there was still another factor of 
social progress which is of prime importance at the present time, 
namely, working men’s unions. One might reasonably have expected 
a more sympathetic treatment for them at Le Play’s hands, especially 
when we remember that they were proscribed by the “false dogmas of 
’89.” But he had little faith in union, whether a corporation or a 
co-operative society.* Trade unionism especially seemed rather use- 
less, because it tended to destroy the more natural and more efficient 
organization which appeared to him to be merely an exteitsion of the 
femily group. It is true that Le Play never saw unionism in operation, 
but it is hardly probable that he would have modified his opinion. 
At any rate, the attitude of his disciples is not much more favourable. 

One feels tempted to say that there is nothing very new in all this. 
The remark would have been particularly gratifying to Le Play, who 
considered that invention was impossible in social science and that 
what he himself had done was merely to make a discovery. 

The discovery of “the e^ential constitution of humanity,” as he 
called it, was, be thought, the outcome of his methods of observation. 
His method was really always more important than his doctrine. It 

^We get some idea d the importanee which he attributed to the permaiteiice of 
eogage me ntg when we realise t^t he ocmteisplated the abolition of slavery with a 
measure of regret {La Rtform sociab.) 

* Boede IV, chapter vii. 

* the panaceas advocated in our time n<me has been more criticised than 

^aasodalian.’ From a practical point of view these sodetks seem to present node of 
die advamages ofdinarify anodated eidber %vith complete independence or %yith a 
wch-managed concern.*’ 
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has always enjoyed a considerable measure of success, and it seems 
as if it will survive the doctrine. Le Play was brought up as a mining 
engineer and had travelled extensively.^ Twenty years of his life 
had been spent in this way, and during that period he had travelled 
over almost the whole of Europe, even as far as the Urals. It was 
while staying in the neighbourhood of those mountains that he con- 
ceived the idea of writing monographs dealing with individual families 
belonging to the working classy, a method of investigation which he 
is nev«r weary of contrasting with that other ^‘disdainful method of 
invention.”* 

To write a family monograph* d la ht Play is not merely to relate 
its history, to describe its mode of life, and to analyse its means of sub- 
sistence, but also to sum up its daily life in a kind of double-entry 
book-keeping where every item of expenditure is carefully compared 
and balanced with the receipts. But there is much that is artificial 
and a great deal that is childish in this seemingly mathematical 
precision, where not merely economic wants but such needs as those 
of education, of recreation, and of intemperance, virtues as well as 
vices, are catalogued and reckoned in terms of £ s. d. Its advantage 
lies in its holding the attention of the observer, even when he is a mere 
novice at the work, by obliging him to put something in every column 
and allowing nothing to escape his notice.^ 

But when Le Play proceeds to declare that this mediod has revealed 
the truth to him and helped him to formulate the doctrines of which 
we have just given a r^sum^ it really seems as if he were making a 
great mistake. Actually it has only revealed what Le Play expected 
to find; in other hands it might have yielded quite different results. 
He declares that it has proved to him that only those Emilies which 

^ have fiequently posted as much as looo kilometres in order to omsult some 
eminent landowner living on the coxifines of Europe.*’ (Letter to M. de Ribbcs, 
October 3, 1867.) 

* ** This method is based upon a careful observation of each fact and its past history. 
Nothing is lefi to the imagination, the presupposition, or the prejudices of U^e observer. 
It is essentially scientific and exact.” {La Rtfcme en Eunpe,) 

* These monograj^ appeared first of all, as we have seen, in hh great work on 
the European workmen in 1855. The work has been carried on by his disc^^ and 
the results incorporated in the Quoriersdesdeux mondts^ which numbers about a hundred 
volumes. They have also employed the method in writing mtmographs on industries 
and communes, etc. 

The method requires supplementing by reference to statistics of population and 
wages, vdiich can tmly be supplied, of course, by Govemm^ts. 

^ **The comparkon of receipts and jexpenditure should hdp to discover miy over* 
fight, just as the weight t^a diemical substance both befiire and afier an experhnea^ 
ke^M to i^termine the nature of the chemical reaction.^ (Bureau, VCEam £Hmi 
d$ 
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are grouped under paternal authority and which obey the Ten Com- 
mwdments are really happy.^ That may be, but how would he 
define a happy family? happy family is one that dwells in unity 
and abides in the love of CJod.” He has thus armed himself with a 
definite a priori criterion of happiness;* but there is nothing to prove 
diat the unstable disorganized family of the Parisian factory hand 
may not be infinitely more happy than the family group of Melouga 
or the patriarchal family of the Bashkirs of Turkestan. 

A comparison has often been drawn between Le Play’s school and 
the German Historical school. It is pointed out that both schools lay 
great emphasis upon the method of observation and focus attention 
upon the institutions of the past, and that to some extent they both 
represent a reaction against Liberalism and Classical optimism. But 
the resemblance is wholly superficial.. At bottom the two schools arc 
not merely different, but even divergent. The German school seeks 
the explanation of the present in the past, while Lc Play’s school is 
merely out to learn a few lessons. The one studies the germ which is 
to devdiop and to bear firuit, while the other admires the type and the 
^nodel to w^ch it thinks it necessary to conform. The one is evolu- 
tionary, the other traditional, and the conclusions of the former are 
radical in the extreme, and even socialistic, while those of the latter 
are usually conservative. 

And so Le Play’s true position is in the chapter dealing with Social 
CSiristianity, and not among the writers of the Historical school. 

His unshaken belief in the natural propensity of man to evil and 
error is sufficient to give him his place. But we must beware of con- 
fming his doctrine with that of the Social Catholics, for, unlike them, 
he is rather prone to invoke the authority of the Mosaic law, especially 
the Decalogue, and to take his illustrations from England, which is a 
Protestant country, or from China or Mohammedan lands. His im- 
portance among authorities cm scxial questions is not very great, but 
his attitude towards Church and clergy was on the whole defiant,* 

* a good deal of candour he admits offering a reward to anyone who could 
show him a single happy family except under conditions of this kind. *^But,*’ he 
adds, **all my efSnts proved fruitless.” {Les Otwriers europkns^ Vd. IV, introduction.) 

* When Le Hay teadies us that die essential condidem of society implies 

A double foundadem — ^the Decalogue and paternal authority, 

A twofold Unk — religion and sovereignty, and 

Ihree kinds of material — ^the community, private property, and employen, 
we cannot help dunking that the so-called method of obs^adon has a very pro- 
nounced trait ^dogmatism in its consdtudon. i 

* ”The prmctpal object m aim at here is thelimitadon of the ecclesiastical personnel 
ws^ a view to Imsjang them all fully employed,” as he adds later on. He had the 
same an dpat h y to religious ccmgrqsadons as he had to other forms of assodadon. 
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and the plan (rf reform of which we have just given an outline is very 
different from that of the Social Catholics. 

There was a schism in the school in 1885. The ‘‘Unions of Social 
Peace,” with their organ La Rdforme sociale^ on the whole remained 
faithful to the programme as outlined in this chapter. The dissenting 
branch, on the other hand, with Demolins and the Ahh 6 de Toundlle 
as leaders, developed the doctrine on its ultra-individualistic or 
Spencerian side, so that only in origin could it be regarded as at all 
connected with the school of Le Play. 

The “School of Social Science,” as it was called — ^at least, that was 
the name it gave to its review — claimed that it was still faithful to the 
method of the master. It even went so far as to say that Le Play was 
ignorant of the full possibilities of this method, and condemned his 
failure to establish a positive science by means of it. In reality, how- 
ever, the master’s method had quite a subordinate role in the activities 
of this school, for the simple reason that it was practically useless 
except for the production of monographs. The school arranged its 
facts according to their natural relations, and attempted to link the 
study of social science to the study of geographical environment.^ 
The study of environment received some attention in the works of 
Le Play himself, but it assumed much greater importance after 
then. To give but a single instance, the school attempted to show 
how the configuration of the Norwegian fiord, the almost complete 
absence of arable land, and the consequent recourse to fishing as k 
means of livelihood, even the very dimensions of their ' sea-craft, 
helped to fix the type of family and even the political and economic 
constitutions prevalent among the Anglo-Saxon race. In a similar 
fashion, the vast steppes of central and southern Asia had begotten a 
civilization of their own. It was the Historical materialism of the 
M arxian school reappearing in the more picturesque and more sugges- 
tive guise of geographical determinism.* 

The new school, however, was not very favourably inclined to Lc 
^^lay’s programme of social reform, especially its teaching concemmg 
the family. Their aim was not the preservation of the family, but the 
placing of each child in a position to found a family of his own as 
soon as possible. Their object was neither family nor communal soli- 
darity, but self-help, not tiie family group, but the single individual 

^ “No social phenomenon can ever be explained if it is taken out of its own setting. 
All social science is based upon thb law.** (Demolins, La Class^kaHon sociak.) 

* The simUarity noted hm has given rise to emphatic protests on the p&t of cer- 
tain memben of this schod. There is no need to take olSem at ^ epithet, however, 
provided we are careful to distinguish it from philosoidiic materialism and recoginse 
that b does not necessarily exclude idealism. 
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£umly, not the English, but the American home; Demolins was an 
ardent believer in the stmg^e for existence, and no one ever pro- 
fessed greater contempt for the solidarist doctrine. ‘^Social salvation, 
like eternal life,” says he, *‘is essentially a personal affair” — a singularly 
heterodox declaration, by the way, for if salvation is a purely personal 
matter of what use is the Church?^ 

II: SOCIAL CATHOLICISM* 

The term ‘Catholic Socialism,* which is occasionally employed as 
an alternative to the above title, is objected to by the majority of 
Catholics as being excessively restrictive. The generic term ‘ Christian 
Socialism* was first employed by a Frenchman, Francis Huet, in a 
book entitled Eigne social du Christianisme^ published in 1853.* 

But at least two other authors, namely, Buchez in his Essai d^un 
Train complet de philosophie au point de xm du catholkisme et du progrh 
(1838-40), and the fiery Abb^ de Lamennais in La Qjustion du 
travail (1848), can lay considerable claims to priority in the matter. 
Buchez was the founder of the Co-operative Assexiation of Producers 
(1832), and Lamennais outlined a scheme of co-operative banks almost 
exactly like those afterwards established in Germany by Raiffeisen.^ 

Present-day Catholicism, however, shows no great desire to honour 
any of them. The one ambition of these three republicans was to 
effect a union between the Church and the Revolution.® The most 

^ This branch of the schoc 4 , oT which TourviUe and Demolins were the earliest 
leaden, has given us several eac^ent bcx>ks. Demolins’s Qwn work on the superiority 
oi the Angl^axons caused quite a stir. Then there is M. de Rousien*s book on 
produoen* industrial unions, and P. du Maroussem’s. We would also specially 
jnendoii Paul Bureau’s Le Gmirat de TreoaU (1902), La ParUdpatien aux Bin^ices, and 
La Cfise morale des Temps nouveaux. Bureau’s work is characteri;^ by predse impartial 
analysis of facts combined with great moral fervour. 

® For its doctrines and the movem«its connected with it see the important and 
interesting work by Georges Hoog, HisUdre du eaiholicisme social en France (Domat- 
Montchiestien, Paris, 1942). 

* Huet was a prdessor at Ghent, which accoimts for his being considered a Belgiaq, 
Just as Wdbras is generally cemridered a Swiss. 

* He was the first to emphasize the importance d borrowers combining. Only in 

this way can the poor hope to offer some real security. **How is it that the worker 
cannot bmrrow? Simply because he has no security to offer except just his worit in 
tile fixture. That future guarantee can mxly becoxne real and certmn by means d 
cosnbinarimi. Unkm eliminates the uncertainty which hitherto made the security 
wotthless and the loan impossible.” (La Question du travail^ p. 25.) « 

”The problem is to outline a state of society where working men will work only 
fiir tfaemirives and not for mhers; vriiere none will reap but has already sown, and 
where eaeh will esyoy the fruits of his own labmsr.’’ (Ibid.) 

® ”Clirktsamty and revolution as fiur at hummiity is concerned have identical aims, 
and the one is die natural outcome d the other.” (Buchez, TroBi de la FoUdque, 
VoLn,p. 504.) 
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advanced of the Social Catholics of to-day, on the other hand, would 
be well satisfied could they establish some kind of understanding 
between the Church and democracy. Such at least was the programme 
laid down by Marc Sangnier, the founder of the Silloh. 

About the same time we find Monseigneur von Ketteler, Bishop of 
Mayence, preaching a doctrine which drew its inspiration, not from 
“the false dogmas of *89,*’ but firom the institutional life of the Middle 
Ages, fiom the guilds and the other corporative associations, which 
arc minutely described by him and his disciples, especially Canon 
Moufang and the Abb^ Hitze. Some such institutional activity was 
ajgsdn to form the corner-stone of Social Catholicism.^ 

During the period of the Second Empire most of the Social Catholics 
seem to have fallen asleep, but they were aroused firom their slumbers 
by the disaster of 1870. The Marquis de La Tour du Pin* and Coimt 
Albert de Mun proved the inspirers this time, and the noble eloquence 
of the latter, which led to the formation of unions of Catholic working 
men, was instnmiental in giving the movement a vigorous start. The 
same period witnessed the appearance of U Association catholiquBy a 
review which took as its programme the study of economic facts in a 
Catholic spirit — an object that has always been kept steadily in 
view. 

Organization in the form of corporations was given first place in 
the Social Catholic programme.* Lc Play’s corner-stone — ^thc &mily 

^ Ketteier’s principal writings Were published in France in 1864 under the tide of 
La Qius^ omrUre et le Chnstkanane, He could never make up his mind as between the 
corporative and the co-operative ideal, however. The latter was very much to the 
front just then, not only in France, but aJso with the English Christian Socialists and 
with the German socialist Lassalle. This was before the co-operative movement was 
eclipsed by trade unionism. 

Hitze, however, shows none of his master’s hesitation, but emphatically declares 
that **the solution of the social question is essentially and exdusivdy bound up with 
a reorganization of trades and professions. We must have the medieval regime of 
corporations re-established — a regime which offers a better solution of the soda! 
problem than any which existed either before or after. Of course times have changed, 
and certain features of the medieval regime would need modification. But smne 
such corporative regime conceived in a more democratic spirit must form the econcnnic 
basis. (Q^Ual and Labevr.) 

* Hb articles have been collected in two volumes: Vers un ardre SaeUd dir^ien (1907), 
and Apharismes dt politique soeude (1909). 

* **We must direct all our private initiative and concentrate public attention upon 
thb <me reform — the corporative reorganization of society.” {Prograsnme de V<Eum des 
eercles om/rmsy April 1894.} 

Clo-operative association b dbmbsed altogether. The Social Catholks have 
cspedally little sympathy with the small retail co-<^>erative stores, beqiuse they 
tiueaten the exbtence of the small merchant and the nnaU artisan — types of 
viduab that are dear to the heart of the Catholics. On the other hand, it shows i^elf 
very favourably inclined towards co-operative credit, because d* the posndltty of 
assbting the classes alrea^ xefisrred to— the shqpkeqper and the small rnext he m. 
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oirganizatian — ^was not rejected, but they considered that though the 
family was to remain the basis for moral reform a wider association of 
an economic character must serve as a basis for economic reform. 

At first sight this may seem somewhat surprising. The connexion 
between these professional associations and the teaching of the Gospel 
is not very evident, nor is it very clear how such organizations could 
ever hope to CIhristianizc society. But although the Gospels know 
nothing of a corporative or any other regime we must not forget their 
prominence during the Middle Ages — ^when the authority of the 
Church was in the ascendant. As long as this regime lasted what we 
understand as the social question — the vexed problem as to whether 
we possess sufficient moral strength to keep the peace between capital 
and labour — ^never presented itself The problem is, of course, some- 
what different to-day, but its solution may possibly require the exercise 
of similar virtues, namely, obedience to a detailed system of organiza- 
tion coupled with -a feeling of brotherhood — the chastening of the 
whole complexity of social relations by the spirit of Christianity. 

Some of their opponents have not hesitated to charge these Catholics 
with a desire to return to the feudalism of the Middle Ages, which is 
of course utterly false. What the Social Catholics wished to do was to 
build up the new social structure upon the basis of the modem trade 
union, or upon syndicalism; and the proof that the foundation is not 
at any rate too narrow lies in the fact that the new schools of socialists 
can conceive of none better. With this ai the foundation they looked 
finward not merely to the development of a new society, but also to 
the rise of a new ethic. The fact th^t they forestalled the socialists in 
this respect shows that the Social Catholics were at least not hopelessly 
antiquated. 

Early in the history of the movement they tried to organize a kind 
of mixed syndicat comisting both of masters and men, because this 
seemed to them to offer the best guarantee for social peace. But the 
results proved disappointing, and they were soon forcai to relinquish 
that idea and to cemtent themselves with a separate organization of 
masters and men co-operating only in matters relating to the regula- 
tion of work or the settling of differences.^ Such collateral uniom, it 

^ In iBg4 the CSongreu of Gadiolic Girda vhkh met at Rheims declared that, 
^widiout mimmizing the di^Sculdes vhich stand In the way of extending the mixed 
the formation of such must be our chief atm.’* In 1904 Father Rutten, 

one of dto leaders of the Be^ian Gadidic Syndical movement, in a repmt on the 
^mdkalh^ movement writes as Idlows: *^We do not despair cf the mixed 
whidi In iboory we certainly think is nearest perfection. But we must not bli^ our- 
idvei tohiets, i^ndietherwe will or no we have to admit that at dte present moment 
dbe mixed in ninety ihdustnei out ci every hundred seems quite Utopian.” 

{Qphted by Decheme, OuvHm bdgts, p« 1906.) 
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was at first thought, would gradually become the organs of labour 
legislation, and the State would entrust them with the discharge erf 
tiiat function because of their greater freedom in the making of experi- 
ments. All questions affecting the interests of a trade, the hours of 
labour, Simday observance, apprenticeship, the sanitary condition erf 
the workshops, the labour of women and children, and even the rate 
of wages paid, instead of being regulated as they are at present by 
brutal, inflexible laws which are seldom suited to meet every indi- 
vidual case, would henceforth be settled by the union, and the rules 
of the union would be incumbent upon all the members of the trade 
or profession, both masters and men. Every one would be free to 
enter the union or to decline membership just as he chose, but no 
member would be allowed to violate the rules of the union or to lower 
the conditions of labour in any way. “Free association within an 
organized profession,” such is the formula.^ 

To those Liberals who feign indignation at seeing purely private 
institutions thus invested with legislative authority it may be answered 
that the * labour union’ so constituted forms an association which is 
as natural and as necessary — ^understanding by this that it is inde- 
pendent of the voluntary conventions of the parties interested — as one 
based upon community of residence. Everybody admits that the 
inhabitants of the commune ought to submit to the rule of the organized 
majority. What difference would it make if the majority thus organized 
constituted a corporation rather than a commune?* 

Some go as far as to regard these professional associations as possessed 
of an important political role, and would even go the length of making 

^ Such is the programme as outlioed especially in Austria, which is one of the 
countries where Social Catholicism seons fairly powerful. As a matter of &ct, the 
corporative regime has never quite disappeared there, and for some years now attempts 
have been made to revive it in the snialler crafb. The new corporation would take 
the form of a centralized organizati<m, whose reguladons would 4 >e obligatory upem 
all the members of the craft. 

• “The ccunmune has always been organized. Is there any reasem why the trade 
should not be? In both cases special relations are established, ^>ecial needs arise, 
there are frequent conflicts and occasional harmony between the differ^t interests. 
But all of them are nevertheless intimately bound together, and the links connecting 
them must be coordinated on some regular plan if every one is to be safe, and firee 
to follow his own bent.*’ (Henri Lorin, Priacipes dt VOrga/dsoHmi profisd(nmtiU^ in 
VAssocktim eathoHquef July 15, 1892.) 

To this it might be replied that the majority generally makes the law for die com- 
mune, but that in the case of a free corporation it is often the minority that rules. 
To whidi it might be retorted that the so-called majority is dten not bettor than n 
minority of die electm, and a very small minority ind^ of the whole inhabitants 
— who ^course include women, who generally have no votes. Moreovor, as soon as 
the nilc^ of die sjmUcat became really obligatmy the msymity if not the whole of the 
workeitln the tnde would be fraind within the union. ^ ^ 
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this new corporative unit the basis of a new franchise for the election 
of at least one of the two Chambers. 

It is not very easy, perhaps, to get a clear idea of what a society built 
upon a plan of this kind would really be like, but the difficulty is no 
greater in this case than in some others. 

In the ffist place it would have to be a society professing the Catholic 
&ith.^ Should the enemies of religion or even the indifferent by any 
chance ever gain the upper hand in the scxial unit the whole structure 
would immediately fall to the groimd. Its realization, accordingly, is 
quite hypothetical. 

It would also be a society founded upon brotherhood in the full 
sense of the term. The only real brotherhood is that founded upon 
the fatherhood of God, and not upon any socialistic conception of 
equality. But even brotherhood and a common parentage may not 
be sufficient to prevent irregularities, and the family relation in addi- 
tion to this almost inevitably implies the rights of the youngest and 
the dudes of the oldest. Within the corporadve unit already outlined 
true equality would always reign, for the humblest, meanest task 
would be of equal d^nity with the most exalted office in the State, 
and every one would be content and even proud to live where God 
had placed him.* 

Such a society would be a pure hierarchy. All the authority and 
responsibility, all the dudes involved, would be on the master’s side. 
On the worker’s side would be rights respect^!, life assured on the 
minimum level, and a re-establishment of family life.* 

Social Catholicism further undertook to disprove the first article 
in the socialist creed, namely, that ‘‘the cmancipadon of the workers 

* Father Antoine writes as follows in his Qntrs <P&onotm sociaU^ p. 154: “The social 
question can never be completely solved until we have a complete reviv^ of Christian 
morals.** Still more cat^orical is the declaration of M. IMm Harmel in VAssociatum 
catMique for I>eceii^>er 1889: “We can see only one remedy, and that b that the 
authority of the Pope should be recognized all the wqrld over, and hb ruling accepted 
by all peo|]ie.“ 

The annual study reunkmt vdiich go by the name of Us Smatnes miaUs^ and whidi 
Ikfford one of the heat manifestations of the kind of activities which Social Qurbtianity 
gives rise to everywhere, are not so exclusive. Economic questions of all kinds are 
tEscussed, but the programme b not strictly Cbthdic at all, and the basb u wide 
enot^ to include every one who b a profes^ Oirbtian. 

* “Hie corporations which would lx set up under the aegb of religion would aim 
at making all their membm contented with thdr lot, padent in ted and disposed to 
lead a tranquil, happy life** (me sorts contsntos, opmanqm paHentss st ad quktem ac 

oUam agmiam (EncycUcid of 1 ^ XII, Decemb^ a8, 1878, 

eaSid dm Qjsod See Histoiy ^ CorpondionSf by M. M^n Saint-Leon.) 

* “the corporation b simply the modd oi the Chu^. Just as fer the Cbuich all 
dmIakiMaredpalin therightorGdd,ioliere. But equdity ends there. For the 

it b a hkiaidiy/’ (S^ftnvLamdgaon, Vdmaaim sa^tdiqus, July r$, iB^) 
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can only be accomplished by the workers themselves.” It maintained 
that, on the contrary, this object could only accomplished by the 
help of the masters and of all the other classes in society, not excluding 
even the non-professional classes, landed proprietors, rent-receivers, 
and consumers generally,^ all of whom ought to be informed of die 
responsibilities which their different positions impose upon them and 
of the special duty which is incumbent upon all men of making the 
most of the talents with which the Master has entrusted them. 

The German Christliche Gewerkvereine, which got most of its 
recruits among the Catholics, took an important part in Grerman 
political life and did something to counterbalance the ‘Reds,’ or the 
revolutionary socialists. They advocated the union of masters and 
men, but were extremely anxious not to be confused with the ‘Yellows,’ 
or those who advocated mixed unions. In other words, they were 
independent of both the masters and the socialists. 

State intervention might be necessary at first in order to establish 
the corporative regime, but once founded it would naturally memopo- 
lize all the legislative and police power which affects labour in any 
way, especially in the matter of fixing wages,* arranging pensions, etc. 
The legislature would still find ample material to exercise its powers 
upon outside these merely professional interests, especially in regula- 
ting the rights of property, prohibiting usury, protecting agriculture, 
etc.* 

“The State,” says the ImmorUde Dei, an Encyclical of Pope Leo XIII 
— ^repeating a text of St Paul — ^“is the minister of God for good.” 
Elsewhere St Paul declares that the Law is the schoolmaster to bring 
us unto Christ, and if we paraphrase this to mean that the function 
of law is to lead men to a higher conception of brotherhood we have a 
feirly exact idea of what Social Catholicism considered to be the 
function of the State. 

Between the corporatism preached by La Tour du Pin and Mgr 

^ The Ligue sociale d’Acheteurs, founded in Paris in 1900, is of Social CSathoHc 
insfnration. 

* “More important even than free will, whether of masters or of men, b that higgler 
and more ancient law of natural jusdee which demands that wages should always be 
sufficient to enable the worker to lead a sober and honest life. But lest the public 
authority in thb case, as in some odier analogous cases, such as the questum of the 
length of the working day, should unwbely intervene, and in view the great variety 
of circumstances, it b better that the soluticm should be left in the hands of the cor- 
porations or the unions.** (Encyclical, Rerum Novarum, 1891.) 

• Ihe Social Catholics wherever found are usually Pn^ctk>nbt$, the itason bring 
that they diink their **coiporative r^^e could never be kq>t going without some 
protection against foreign competition,” and also became most of their adh^ents are 
drawn horn the ranks <£ die agricultural unions. {Pr^grmmm de VCDtm drr emim 
m/rms; art 7.) 
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Kettder on the one hand, and that which has been advocated by 
mahy writOT since the end of the First World War on the other, 
there arc striking resemblances. There is no doubt that the first was 
largely ancestor of the secoiul, though generally speaking the 
idigious aspect is absent from the later forms. Corporatism, like Neo- 
Syndicalism in France and Guild Socialism in England, seems to 
{ROvide the long-sought middle way between the pure individualism 
of the liberals and the complete itatisme of the socialists. The meeting 
of these three tendencies, arising in very different surroundings and of 
almost completely opposite political and social sympathies, is signifi- 
cant, and we have emphasized this in dealing with State Socialism. 
As a matter of fact it is not easy to give a precise idea of this ‘cor- 
pcNRtism,^ because very varying formulae are adopted by its adherents. 
Gaetan Piicu, endeavouring to pick out its original features, defines 
its specific character thus; ^‘The function of corporatism is to formu- 
late rules to which every one in the profession must conform. . . . 
Corporatism means, therefore, something more than fredy formed 
groups with voluntary membership. It exists only if the corporation is 
formed as a kind of statutory group, which within its own sphere makes 
the law and imposes it on defaulters.” If this is a true definition of 
corporatism, as we believe it to be, it is in the right line of descent fit)m 
social Catholicism. It includes the notion of ‘community of labour* 
mentioned earlier as peculiar to the founders of the latter movement. 
Existing cOTporatism may not be a religious system, but none the less 
it owes its most characteristic formula to the Kettelers and La Tour 
du Pins. The success of their ideas after more than fifty years is one 
example among many of that unexpected shining-forth of doctrines 
long hidden under a bushel, when new circumstances suddenly pro- 
vide the opportunity. What has given new life to the corporative idea 
h the need to find, at any cost, some organization capable, it is hoped, 
of ending the class conflict. It is thought that a new incentive to action 
has been found in the interest of the ‘profession,* to take the place of 
dass solidarity. It remains to be seen whether this interest, detached 

^ The pamphlets, arddet, and books on Ckirporatism, in Itdy and France, would 
a Mbrary. This literature is very ddifiilly a^ysed in Galitan Pirou’s Ess^ ntr k 
CofponUsmt (Sirey, Paris, ipsS). In a matter this kind actual events are more 
kiteresth^ tl^ future prospects or plans in whidt corporatists difl^ from each other 
remarkady. These variations on an original theme are not very instructive, so we 
have merdy noted the origin of the theme, leavii^ to others the t^ of descnt^ig the 
forms under which it will be inempmuted in foe existing economic system. AcUtally, 
foie eaqponents of ooiporatism are generaUy not very satisfied with these forms. Jacques 
Valdottr, for intt a n e e, confoders foiat none d the known corporative codes embodies 
foie^kfoat hsi hit mindf exc^t in Spam: they are eifoier too duaim or too syndicalist 
Ifo fonibt foe happy mean Is not easy to adueve. 
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Gxrni any religious inspiration, will form a strong enough bond between 
the members of the corporation to put an end to their ant^^omsms, 
and, above all, whether corporatism, discredited since the last war by 
its alliance with the political systems that the war has diestroyed, will 
not be bom again under a new name. 

Social Catholicism has sometimes shown very advanced tendencies, 
bringing it very near to socialism in the strict sense. But these ten- 
dencies have been confined to individual cases and have been formally 
condemned by Rome; those responsible for them have generally 
deferred to her authority. 

It was Loesewitz in 1888 who made the first violent attack upon the 
so-called productivity theory of capital in U Association catholique,^ It 
caused quite a sensation at the time, and provoked a disapproving reply 
from the Comte de Mun. Afterwards, however, the article became the 
programme of a party known as “Les jcunes Abb6s.’* Nor must we 
omit to mention the growth of the Sillon, founded in 1890, the political 
ambition of whose members is the reconciliation of the Church and 
democracy and even republicanism, and whose economic aim is the 
abolition of the wage-earner and his master.® This is also the aim of the 
syndicalists, and Article 2 of the Confederation generale du Travail 
(C.G.T.) declares that one of the avowed objects of the federation is the 
disappearance of the wage-earner and the removal of his master. In- 
stead of seeking a solution of the problem in the parallel action of s^mdicats 
of men on the one hand and of masters on the other, it would suppress 
the latter altogether, leaving the men the right of possessing their own 
instruments of production and of keeping intact the produce of their 
labour. It is true that the Sillon has been put under the ban of the Pope, 
but this essentially syndicalist movement is still in existence, and its 
leaders have assumed great political influence since the end of the 
Second World War. 

^ **The so-called productivity of capital, which cemstitutes die greatest iniquity 
of profit-making society, and which is from an econcnnical point of view die final 
cause of social sufiering, is nothing better than a word invent^ to hide the real fiset, 
namely, d^ appropriation of the fruits of labour by those who possess the instruments 
of labour.** (Loes^tz, Legidatum du Travail, in UAssociaikn cathaUqm, 1886.) 

* Extract from a report of a meeting of the Sillon, November 1907: 

**MAitc Sanonibr. The social transfimnadon which we desire to see, comrades, 
will aim, not at absorbing the individual, but rather at developing him. We want 
the factories, the mines, and the industries in the possession, not of die State, but ci 
groups of workers. 

“An Intbrjiuftsk. That is socialism. 

**MAitc Sanonibii. You can call it socialism if you like. It makes no dif^^srence to 
me. Butit is not d^ socialism of the socialists, of the centraMringsochdists. Wedon*t 
want to set the predetarians fine from the control of the masters to put diem under 
die immediate ccmtrol of one great master, the State; we want the pr^etariam diem- 
r^ves, aedng collecdvdy, to become their own masteti.’* ^ 
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If die CathoUc school has experienced some difficulty in throwing 
out a left wing it has never been mthout a right wing which has always 
shown a predilection for the masters. *‘The problem is not how to 
save the worker through his own efforts, but how to save him with the 
master’s co-operation” — ^the benevolent master of Le Play’s school 
ovtT again.^ The right wing, moreover, thinks that the existing institu- 
tions would prove quite equal to a solution of the so-called social 
question if they were once thoroughly permeated with the Christian 
spirit or if the leaders really knew how to deal with the people. 

Ill: SOCIAL PROTESTANTISM 

Belid" in the essentially individualistic nature of Protestantism is 
fairly widespread.* For confirmation there is the emphasis it has always 
hud upon the personal nature of salvation and its denial of the necessity 
f<Mr any mediator between God and man, save only the Man Christ 
Jesus, whereas Roman Catholicism teaches that only through the 
Church — ^that great community of the faithful — is salvation ever 
possible. Protestantism is the religion of self-help, and naturally enough 
its social teaching is somewhat coloured by its theologicai preconcep- 
tions. Nor must we lose sight of its connexion with middle-class 
Liberalism; and thus while in politics it is generally regarded as 
belonging to the left, in matters economic it is generally on the extreme 
right.* 

Whatever truth there may be in this attempt to sum up its doctrine 
and history, we shall find as a matter of actual fact that on economic 
groimds it is much more advanced than the Social Catholic school; 
and its extreme left, far fi“om being content with the extinction of the 
proletariat, also demands the abolition of private property and the 
establishment of complete communal life. 

^ Milcent, in VAssociaHon VoL II, p. 58. There is a Catholic Social 

school which is Liberal and individualist in its tendencies, and which is represented 
by such writers as the late Charles P^rin, {HX>ftssor at Louvain, author of La Rtchssss 
0t Le Socialism ehrHien^ and by M. Rambaud, author Cams ^Hisioire des doOrmes, 
Ncmt ought we to fi»rget their connexion with the development of agricultund credit 
banks of the Raiffeisen type which have been established in Germany, France, and 
ftaiy—'although their inception in Italy is largely die work of a Jew named 
Wt^emborg. 

* Such, for example, is the opinion of Nitti in his book on Catholic Socialism, and 
because €if that rat^r unsatisfactory reason he <mly devotes a few pages to it 

* Tbast are several historical c<mriderattons that may with advantage be kept in 
mind In dealii^ with this subject, such as, to example, the notable fact that while 
the Catbriic Chiueh has always been opposed to usury, it was Calvin and Calvinists 
like Sanmriae and the andent jurist IHinundln who tot justified the practioe of 
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Social Protestantism, or Christian Socialbm as it is known in 
England, has a birthday which may be determined with some d<^[ree 
of accuracy. It was in the year 1850 that there was founded in Engird 
a society for promoting workii^ men’s associations, having for its 
organ a paper entitled The Christian Socialist?' Its best-known repre- 
sentatives were Kingsley and Maurice, who subsequently became 
respectively professors of history and philosophy at Cambridge. A 
small number of lawyers also joined the society, among whom Ludlow, 
Hughes, and Vansittart Neale are the most familiar names. Kingsley 
was much in the public eye just then, not only because of his im- 
passioned eloquence, but also on account of the success of his novd 
Alton Locke^ which is perhaps the earliest piece of socialistic fiction that 
we possess. It is the story of a journeyman tailor and his sufferings 
under the sweating system — ^the horrors of which were thus revealed 
to the public for the first time.* 

The object which the Christian Socialists* had in view, as we have 
already seen, was the establishment of working men’s associations. 
What type they should adopt as their model was not very easily deter- 
mined. The trade unions, little known as yet, were just then struggling 
through the convulsions of their early infancy. Moreover, they were 
exclusively concerned with professional matters, with the stn^le for 
employment and the question of wages, and altogether did not s^m 
very well fitted to develop the spirit of sacrifice and love which was 
indispensable for the realization of their ideal. Neither did the co- 
operative associations of consumers seem very attractive. True, they 
had attained to some degree of success at Rochdale, but they were 

^ The OtrisHm Socialist was preceded by another paper called Polities for the Peosfde, 
founded in 1848, which may be taken as the birthday of the movemenL In any case 
the date is signiheant in view of the contemporary revolution in France. 

It is only just to note that Ghanning, the American pastor, who died in 1842, was 
one of the pioneen* His writings on social questions are still read. 

Those who wish for more information either on the history or <m the other aspects 
of Social Christianity should consult the New Btuyclopa^ of Social Reform^ pul^hhed 
in America. 

* The fidllowing year Charles Kingstey preached a sermon in London which caused 
such a sensation that the vicar of the parish felt bound to protest against its tone 
even during the service. In the course of the sermon Kingsley remarked that any 
social system which enabled capital to become the possesnon of a few, which robbed 
the masses of the land which they and their ancestors had cultivated from time iin* 
memorial, and reduced them to the condition of serfr working for daily wi^ or Rx 
chsurity, was contrary to the spirit of the Kingdom of God, as revealed in Christ. The 
sermon was afrerwards published under the title of The OmcNs Message to tite Worken* 

* Mauiioe declared that every <me who is a Christian must also be a sodi^M. BiR 
the signilkance of die word ‘so^ist* has changed somewhat since then. According 
to Mimnce, **The motto ^the socialist is co-operation; td* the and^aodalist, 



5J^ DOCTRINES INSPIRED BY CHRISTIANITY 

mspired by the teadung of Owm, which was definitdy anti-Christian. 

feet also that ttey merely proposed to make life somewhat less 
costly and a little more comfoitable implied a certain measure of 
i^oidsm which hardly fitted them to be the chosen vessels of the new 
di^>ensation. And so the Christian Socialists natuiully turned their 
attention to producers’ associations, just as the earliest Social Catholics 
had done before them. But it would be a mistake to imagine that they 
owed anything to Buchez, whom they appear to have ignored alto- 
gether. The reawakened interest in the possibilities of association which 
exercised such a fescination over John Stuart Mill in 1848 had touched 
their imagination, and Ludlow, one of their number, had the good 
fortune to be resident in Paris, and so witnessed this glorious revival. 
Such associations seemed to be just the economic instruments needed 
if a transformation was ever to be effected, and the very process of 
establishing them, it was hoped, would supply a useful means of 
discipline in the subordination of individual to collective interests. 
But the process of disillusion proved as rapid as it was complete. 
Contrary to what was the case in France, it cannot be said that they 
were ever really attempted in England. 

But the work of the * Association’ had not been altogether in vain. 
Defeated in its attempts to arouse the worker from his lethargy, and 
diwarted in its efforts by legal restrictions of various kinds, it began 
a campaign in favour of a more liberal legislation in matters affecting 
die wdfare of the working classes. The result was the passing of the 
Industrial and Provident Societies Acts of 1852-^2, which conferred 
i<^;al pdBonality for the first time upon co-operative associations, with 
consequent benefit to themselves and to other working men’s associa- 
tions. 

The Christian Socialists thought that the methods by which their 
ideals might be attained were of quite secondary importance. Ex- 
perience had taught them that voluntary association or legislation even 
by itself could never be of much avail until the whole mental calibre 
of the worker was changed.^ What they strove for above all else was 
moral reform, and wh^icver they use the word ‘co-operation’ they 
conceive of it not merely as a particular system of industry, but radier 
as the antithesis of the competitive re^^e or as the mgation of the 

^ *^TIievc b iio 4 oubt about suHodation being the form which industrial government 
wiB tale In fiitute, and I have no doubt as to its success, but a preliminaiy training 
extending possibly over a couple of gmerafions Is necessary bdbre the worker has 
the requisite iduihy or moral sUength to make use of it.^* (Kingdey in 1856.) 

And dds is how State intervention ig>pealed to him: **The devil is always ready to 
urge us to change, law and government, heaven and earth even, but takes good care 
never to i^ge^ we chai^ ounrives.** 
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Struggle for existence. Their thoughts are admirably summed up in a 
letter of Ludlow’^ to Maurice written from Paris in March 1848, in 
which he speaks of the necessity for “Christianizing socialism.” 

Christian Socialism in England, though it has survived its founders, 
has been obliged to change its programme. It has abandoned the 
idea of a producers’ association, but still advocates other forms of co- 
operation. Its chief demand has been for a reorganization of private 
property, which is a particularly serious question in England, where 
the land is in the hands of a comparatively few people. In the words 
of the Psalmist, the Christian Socialists often cry out, “The earth is 
the Lord’s,” and they are never weary of pointing out how under the 
Mosaic law the land was redistributed every forty-nine years with a 
view to bringing it back to its original owners. And so it finds itself 
supporting the doctrines of Henry George, who may himself be classed 
as one of the Christian Socialists.^ There is also the Institutional 
Church, with its network of organizations for the satisfaction of the 
material, intellectual, and moral needs of the worker, which is 
a prominent feature of most modem protestant Churches. Moreover, 
several of the early LaboAr leaders — ^Keir Hardic, for example — ^were 
earnest Christians. The Federation of Brotherhoods, which at one time 
included over 2000 societies, with a membership of over a million 
working men, combined an ardent evangelical faith with a strong 
advocacy of socialism.* 

In the United States of America Christian Socialism is still more 
aggressive and outspoken in its attacks upon capitalism. The earliest 
society of Christian Socialists was foimded at Boston in 1889. Since 
then these associations have multiplied rapidly. One of them defines 
its objects in the following terms: “To help the message of Jesus 
to permeate the Christian Chinches and to show that socialism is 
necessarily the economic expression of the, Christian life.” A little 
farther on it declares itself persuaded “that the ideal of socialism is 
identical with that of the Church, and that the gospel of the co- 
operative commonwealth is the Gospel of the Kingdom c£ God 
translated into economic terms.”* 

For the other extreme — the extreme right — ^we must look to 

^ The official of the Christian Social Union, which is definitely ccmnectMl 

with the Church of England, is the Eemome Review, published at OKfi>rd — ^not to be 
confused with the Economic" Journal, which is publi^ed in London by the Royal 
Econmnic Society. 

• E. CkHinelle, 1$ MmwemeiU des JraUmUds, 

* Josiah Strong, director of the Institute of Sod^ Service at New York, Was the 
publisher a review called The Gospel of the Kingdom, which has fi>r its programnae 
“the suidy of ecoiioiniic fficts in the light ^ tlus Gospel,’* and in which he m a int a in i 
that “iPffie wtnhl li ever to be Christianized ixalustry must be Chrh rtiantzed" fest oC 
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Germany. In 1878 Pastors Stdcker and Todt founded the Christian 
Social Working Men*s Party, which, despite its title^ drew most of its 
recruits fix>m the middle classes. Later on Stocker became Court 
preacher, and during his occupation of that post this kind of socialism 
found such favour in official quarters that he was able to say that it 
was his personal conviction that a social revolution was within the 
boimds of practical politics.^ But in 1890 the Emperor William II dis- 
missed his pastor, and as a result Christian Socialism immediately lost 
its official status.* 

At the Congress erf Erfiirt in 1896 two young pastors of Frsmkfort 
named Naumann and Gk>ehre* tried to win the adherence of the 
working classes by endeavouring to give the Protestant churches a 
more distinctively socialist bias. But the suggestion was condemned 
by the official Lutheran Church, the masters opposed it, and it received 
but very slight support firom the Social Democrats. Altogether the 
movement proved abortive, and the pastors soon turned aside to other 
interests. 

In Switzerland also the movement made considerable headway, 
and in Professor Ragaz and Pastors Kutler* and Pfliiger it foimd 
advocates whose views were at any rate sufficiently advanced. 

In France there is at least one — there may possibly be more — Social 
Protestant school. But as it only includes a small fraction of Protes- 
tantism, which is itself in a hopeless minority, its influence is not very 
great. There arc several important social movements, however, such 


aE. On the question of unemployment, for example, he refers us to Matthew xx, 6, 
and on die s^ more vexed question of the closed or open shop we are referred to 
1 Corinthians xii, t6, 26. We must also mention Rauschenbusch’s eloquent book 
Qtristiami]^ md du Soeud Crisis, 

The w^-known economist Professor Richard T. Ely is another of the leaders of 
this movement. Nor must we omit Herron, who caused some sensation by declaring 
that it k necessary to go wdl beyemd coUectivkm, which he thinks altogether too 
conservative and reactionary. He adds that Karl Marx k a crusted Tory compared 
with Jesus, **for anyone who accepts private property in any form whatsoever, even 
in matters of coiminq>don, must re^ CSurkt” 

^ At a conference held at Geneva in i8gi. At dik conference M. Stocker defined 
hk programme as follows: **We do not believe that we can do anything without the 
State, but we also believe in the spirit of association. We have told the masters that 
^ek duty k to make smne sacrifice fiir the sal^ <rf sdvtng the question in a way that 
wifi be ggreeable to their men. We have also told the workers diat they must work 
hard, economically, and conscientiously, even if they never obtain a better situation.** 

* fbnnaUy repudiated by the Emppor m 1896 in a telegram addressed to a 
powerful eii^oy^, Baron Stiisnm. 

* Godue k t^ author of a wc^ entitled Thw Mondts m a Werkshep, The book 
has been a great success and has prq^uced a crop of imitations. 

hook JuMtomcaus^ quite a flutter. The author attempts to show that 
ihefOciaikteme dtereaidkd^crfChrkt, tet have been dkoumed by the GImreh. 
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as the crusades against alcoholism and pornography, the revival of 
co-operation and the demand for the erection erf ‘People’s Palaces’ — 
known as Solidarity — ^which arc entirely due to the activities of this 
school. An association for the inductive study of social questions was 
founded in 1887 by Pastor Gouth, another pastor named Tomy Fallot 
being its president and inspirer.^ At first the demands of this group 
were extremely moderate, co-operation being their only mode of 
action and solidarity their social doctrine.* This new doctrine erf 
solidarity, although rather belonging to the Radical wing, being the 
very antithesis of Christian charity, as we shall see by and by, was 
enthusiastically welcomed by the Social Protestants. The Protestants 
even claimed that it was originally their own peculiar doctrine, 
and that other schools merely borrowed it; for where can be found 
a fuller expression of the law of solidarity than the two Christian 
doctrines of the fail and redemption of man? “ For as in Adam all die, 
even so in Christ shall all be made alive.” 

Curiously enough there is another group of yoimg pastors who 
closely resemble what is known in Catholic circles as the Abbots* Party. 
They are dissatisfied with the moderate claims of the Catholics as a 
whole, and like their American colleagues they demand the estabiiidi- 
ment of a form of collectivism.* They think, at any rate, that the 
question of property ought to come up for consideration almost 
immediately. 

In short, it seems true to say that in almost every country Social 
Christianity has taken over most of the elements of the socialist pro- 
gramme, and the change of title is an index to the difference of attitude. 

^ For over twenty years M. de Boyve, the leader of the co-operative movement 
in France, was the president, which confirms us in the suspicion that the two 
schools had a common parentage, both really springing ln>m the £cole de Nlmes. 
Periodical congresses are held in connexion with it, and it also has a review called 
Li CkrisUamsm social, 

* Pastor Tomy Fallot, the initiator of this movement, indicates the path that 
should be followed thus: **The essendal thing is to get a rough outline of that perfect 
type which is known as co-operation. Just now it seems the only thing that contains 
a prophecy of beUer times.’* (UAcdm Bonm,) Clompare this with Maurice’s fermiila. 

**We are Social Chrisdans because we are solidai^ts. In our search for sdidarity 
we have feund the Messiah and His Kingdom. Solidarity is the layman’s term, die 
Kingdom of God the theolc^an’s, but the two are the same.” (Gounelle, VAvant^ 
Cardin 1907 .) 

* This group found its earhest recruits among the young pastors who ministmd in 
the great Industrial towns (M. Wilfred Monod at Rouen and M. Gdundle at Roubaix, 
lor examiale), and thus found itself in close touch with poverty, suffering, md dis- 
cemtent. But several laymen also joined it, among diem brit^ a son ^ the ectmomist 
who was regarded as the doyen of the Lib^al school — Fr6d6ric Paasy. 

The Soesahst group had a journal erf its own* entitled L^Mu^fKoit dh' 
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Id Other words, Social Protestantism accepts the essential principles of 
international socialism, such as the socialization of the means of pro- 
duction, class war, and internationalism, and endeavours to show that 
they are in complete accordance with the teaching of the Gospels. 

But the stress which it lays upon the necessity for moral reform 
saves Social Protestantism from being hopelessly confused with collec- 
tivLun, and the fact that it believes that individual salvation is impos- 
sible without social transformation helps to distinguish it from 
individual Protestantism.^ Conversion implies a change of environ- 
ment. What is the use of preaching chastity when people have to 
sleep t<^ether in the same room without distinction of age or of sex? 
‘‘Society,’* says Fallot, “ought to be organized in such a fashion that 
salvation is at least possible for every oner” “The regime of the great 
industry,” says M. Gounelle, “is the greatest obstacle to the salvation 
of sinners that the religion of Christ has yet met.” Protestant Socialism 
remains individualistic in the sense that while seeking to suppress 
individualism in the form of egoism as a centripetal force, it wishes 
to uphold it and to strengthen it as a principle of disinterested activity 
— ^as a centrifugal force. It takes for its motto those words of Vinet 
which may be found carved on the pedestal of his statue at Lausanne: 
“I want man to be his own master in order that he may give better 
service to everybody else.”* 

IV: THE MYSTICS 

No review of Christian Social doctrines, however summary, can 
afford to omit the names of certain eminent writers who, though 
belonging to none of the above-mentioned schools, and having no 
definite standing either as socialists or economists, being for the most 
part lUUratemrs^ historians, and novelists, have nevertheless lent the 
powerful support of their eloquence to the upholding of somewhat 
similar doctrines.* 

% I could widi that myidU* were accursed from CSirist for my brethren,* writes 

St Paul; in other words, *I do not want to be saved alone, and 1 shall be completely 
saved <^y when humanity as a whole has been saved.* And so the evangelic^ doc- 
trine wodd subordinate the full realization of my personal salvation to the salvation 
of ottos.** (W. Monod, la Matian i^ostoUque du MkU*) 

* Or, as he epitomizes it elsewhere, *Tt Is useless to fsptek of giving oursdives until 
we are certain that we own ourselves.** 

* Risddn himsdf did not think that his doctrines were only of slight importance. 
Hie introdiicdon to Munm Pubfms (1862) contains die following words: **The foUow- 
ing pages ocmtaiii, 1 believe, the fust accurate analysis of d^ laws of Political Ecemomy 
whi^ has been published in Eng^asld.** 

Sec also the peeiecc to This tast^ whkli has for its sub-title **Four Essays on 
the tkm Frissc^^ of FdEtscal Econonty.” 
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Tobtoy and Ruskin arc the best-known representatives of this nK>ve- 
ment on the bordarland of Social Christianity, aldiough they are by 
no means the only ones,^ These two grand old men, who both died 
at an advanced age, appeared to their contemporaries in much the 
same light as the prophets of old di& to Israel. True descendants of 
Isaiah and Jeremiah, they exultantly prophesied the downfall of 
capitalism — the modem Tyre and Sidon — and announced the coming 
of the New Jerusalem — ^the habitation of justice. Their language even 
is modelled on Holy Writ, and Ruskin, we know, was from his youth 
upward a diligent reader of the Bible.* Both of them condemn the 
Hedonistic principle and denoimce money as an instrument of, tyranny 
which has resulted in setting up something like a new system of slavery,* 
and they both advocate a return to manual labour as the only power 
that can free the individual and regenerate social life. They differ, 
however, in their conception of future society, which to Ruskin must 
be aristocratic, chivalrous, and heroic, while Tolstoy lays stress upon 
its being equalitarian, communal, and above all ethical. The one 
looks at society from the standpoint of an aesthete, the other from that 
of a muzhUc: the one would breed heroes, the other saints. 

Thomas Carlyle also deserves mention. Among the numerous 
books which he wrote we may mention, among others, his French 
Revolution (1837) and his Heroes and Hefthworship. Chroimlogicaliy he 
precedes both Tolstoy and Ruskin, and his* influence upon economic 
thought was greater tham either of theirs. But we could hardly put 
him among tho Christian Socialists because of his extreme individual- 
ism, and if he were to be given a place at all it would be wth such 
writers as Ibsen and Nietzsche. In his influence, however, he re- 
sembles Ruskin; and nowhere but in the chorus of the old Greek 
tragedies do we get anything approaching the declamations of these 
two writers against the economic order of their time;* 

^ There are a great number of novek dealing with social questions. For the English 
novels bearing on this topic see M. Cazamian, Le Roman social, 

* So much was this the case with Ruskin that Mme Brunhes has published a book 

called ta it and Tolstoy on his side has an edition of the Gospeh to his 

credit which is said to be much nearer the original than the ordinary version ^ 
canon. 

* See Fm davigom, passim, Tolstoy writes in a sirnilm* strain. Money is just a 
conventioiud sign giving the right or ^e possibility of dimming the service of othors. 
But althdUgh money is all-pov^rful in the mat^ of explotting die woiher it » <}uite 
tttdess wted it comes to a question of furthering his \vell-being. There is a curious 
devidopment this d wy * in Tolstoy’s ft^at is to be I^me? 

* **A11 ci the spreadii^ of that ihrioe accursed, thrice imjdous dbo- 

trine of the modem economist, that *To do the best for yomsdf, is Bnally to do 
best others.’ FVieiuis, our great Master said not so.*^ (Rtuldn, Oattsi ^ Mlil 
OIHLitmelL) 
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Carlyle h pebbly die strongest adversary that the old Classical 
school ever encountered. It was he who spoke of political economy as 
‘*thc dismal science.” That abstract creation of the Classicists the 
economic* man afforded him endless amusement, and he very aptly 
described their ideal State as ^*anarchy plus the policeman.” He is no 
less fierce in his denunciation of laissez-faire as a social philosophy.^ 
But he left us no plan social reconstruction, being himself content 
to wait upon individual reform — a trait which brings him into intimate 
connexion with the Christian Socialists.^ 

Ruskin, on the other hand, has given us a programme of social 
regeneration which might be summarized as follows:^ 

I. Mwual labour should be compulsory for everybody. His 
readers were reminded of those words of St Paul, “If any would not 
work, neither should he eat.” He thought it both absurd and immoral 
that a man should live in idleness merely by using money inherited 
firom his ancestors to pay for the services of his fellow-men. Life is the 
only real form of payment; in other words, labour ought to be given 
in return for labour. To liue upon the fhiits of dead labour is surely 
'absurd and contradictory. And it miist be real human ^bour. 
Machinery of all kinds must be renoimced except that which may be 
driven by wind or water — ^natural forces which, uifiikc coal, do not 
defile, but rather purify. 

Ruskin wanted labour to be artistic, and he longed to see the artisan 
again become an artist as he was in the Middle Ages (which is a some* 
what hasty generalization, perhaps). In practice this is not very easy. 
Some of his immediate disciples have set up as artistic bookbinders, 
but the number of people who can find employment at such trades 
must be exceedingly few. 

Tolstoy, on the other hand, does not strive for artistic effect. His 
heart is set upon nnr^ work, which be magnificently describes as 
“bread work,” and which seemed to him sufficiendy noble without 
embellishment of any^kind. 

^EspedaUy in that odelaated passage: *Tt [PPliticri Economy] sounds with 
Elnloiophko-PoUtico-Ecoaomic plummet die deep dark sea of troubl^ and having 
taught us rightly what an infinite seat troublm it is sums up with the practical 
hifimiGe and use of consdation that nothing vdiatever can be deme in it by man, 
ii^hasmply to sit still and look wistfully to *time and general laws,* and ttoeupon 
whhout so mudi as recommending iuidde coldly takes its leave qf us.** (OmUm*) 

* dmu ask agm . . « What it to be done? allow me to rq^: By thee, for the 
p r ese n t, almost nodung. . , . Ihousbah descend into diy inner man, and see if there 
be any tmees pf a smd there; dll then these can be nothii^ done! . . . Then shall we 
discern, |M>t one dfing, but, in clearer or dimmer sequence, a whole endless host of 
ddngsthiUcaahq.fle^ the fint of these.** {P^sMd/Vssiiil,BoQkl,chq;n^ 

* ^ parHatlariy Pm CMgera. 
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2. Work for every one is the natural compJcmMt and the neccstmxy 
corrective of the preceding rule of no idleness and no unemploymoit. 
In society as at present organized everybody is not obliged to work, 
while some individuals arc obliged to be idle.^ This monstrous in- 
equality must be remedied. There would be no difficulty about find- 
ing plenty of work for every one if every one did something. Under 
Mich a system there would be no imemployment, although there would 
be more leisure for some. 

3. Labour would no longer be paid for according to the exigencies 
of demand and supply, which tend to reduce manual work to the level 
of a mere commodity. It would be remunerated according to the 
eternal principles of justice, which would not of necessity imply an 
appeal to any written law, but solely to custom, which even now fixes 
the salaries of doctors, lawyers, and professors. In these profesfions 
there ^ no doubt some individual inequalities, but there is also the 
norm, and it is a breach of professional etiquette to take less than 
this. The norm does occasionally find expression in the rules of 
the association, and in some such way Ruskin would fix not merely 
a minimum but also a maximum wage. Whatever profession a per- 
son follows, whether he be workman, soldier, or merchant, he 
should always work not merely for profit but for the social good. 
He must, of course, be suitably rewarded if his position as a worker 
is to be maintained and the work itself efficiently performed, but it 
can never be done if gain becomes the end and labour merely the 
means. 

4. The natural sources of wealth — land, mines, and waterfalls — 
and the means of communication should be nationalized. 

5. A social hierarchy graded according to the character of the 
services rendered should be established. The gradation must be 
^cepted in no intolerant spirit, and must be respected by everybody. 
Chivalry is as necessary in an industrial as in a military society, and a 
new crusade against Mammonism^ should be preached both far and 
wide. 

6. Above all else must come education — ^not moJc instiuctiom 
What needs devdoping above everythii^ is a sense of greatness, a love 
of beauty, respect for authority, and a passion for seU^utdifice. What 

^ ** Why, the four-footed worker has already got all . that this two-handed one is 
damouring for, and you say it is impossible.*’ (Carlyle, Past mid Pmmti, chapter ih; 
md Chardsm^ dt^ 

*This was die ideal which he had in mind in found^ the Guild of St Geo^ 
See an article by Professor Marshall, The Social PombUUm qf Economic CMocdiy] in 
the Eqmmm Match 1907. There is no reference to Ruskin in it, Imjw- 

ever. ' * 
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eqxfdally need acquiring are the faculties admiration, of hope, and 
oflove.^ 

Only the last item on the programme s«cms anywhere near realiza- 
tkm, but that by itself would justify our reference to Ruskin’s schane. 
Not only has the suggestion resulted in the creation of working men’s 
cdl^es at Oxford and of Ruiddn G>lleges elsewhere, but it has also 
given rise to the garden dty movement* These new cities are built 
with the express purpose of relieving the worst features of industrial 
life, and are so planned as not to interfere in any way either with the 
beauties of nature or with the health of the citizens.* 

Ruskin speaks of himself somewhere as an out-and-out communist, 
but his communism had also a touch of the aristocrat and the aesthete 
about it which possibly proved a recoinmendation in English society. 
Tolstoy is a much more thoroughgoing communist, and is violently 
(q>po5ed to “that low, bestial instinct which men call the r|ght of 
private property.”* His cry was “Back to the land,” and the practice 
c£ coaratiem; his ideal the mir. He was not anxious to know that 
cv^ one was. working at some trade or other, but he thought every 
one ought to produce his own food, which is the one inevitable law 
of human existence. Division of labour, which has been so extrava- 
g^tly praised by economists, he thought of as a mere machination of 
the devil enabling men to evade die Divine commandment. At any 
rate it should only be adopted when the need for it arises, and after 
consultation with all the parties interested, and not indiscriminately, 
as is at present the case, with competition, over-production, and crises 
as the result.* 

If we are to take Tolstoy’s words literally, as he suggested we should 
take Christ’s words, then the society that he dreamt ctf is very far 
beyond even the communist ideal. More towns, more commerce, 
more subdivision of trades, more money, more art for art’s sake — such 
was to be the economic Nirvana of the communists. 

^ When the Christian Socialists in 1854 organized a course of lectures for woridng 
men in London Ruskin volunteered to give a iew addresses, not on social eccmomics 
or on ystory, but on drawing* 

^ One naturally thinks first of such industrial villages as Boumville and Port Sun- 
Hl^t. But in i9(^ an entirely new dty of this kind was begun at Letchworth, Herts. 
l%e idea has undeigone a considerable devekipment by a sodety that owes its 
ins{^tkm to Ruskin. 

^Sloi^^aHinrse^mlmFirstSUmis (1B61). 

* See a book entitled which consists the meditations a muzhik caBed 

Bottdare^ upon those words of Genesis, *Tn the sweat of diy fiice shalt thou eat 
bread,” fi^lewed by a long cennmentary by Tolstoy. 
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CHAPTER III THE SOLIDARISTS 

I: THE C3AUSES OF THE DEVELOPMENT OF SOLIDARISM 

The word ‘solidarity/ formerly a term of exclusively legal import,^ 
has during the twentieth century been employed to designate a doctiine 
which has aroused the greatest enthusiasm — ^at least in France. Every 
official speech pays hcxnage to the ideal, every social conference ends 
with an expression of approval. Those who wish to narrow the scope 
of industrial warfare as well as those who wish to extend the bounds 
of commercial freedom base their d^nands upon ‘a sense of social 
solidarity/ and it has become quite a common experience to find 
writers on ethics and education who have fallen imder its spell. The 
result is that no history of French economic doctrines can pass it by.* 

The fundamental idea underlying the doctrine of solidarity, namely, 
that the human race, taken collectively, forms one single body, erf 
which individuals are the members, is not by any means new. St Paul 
and Marcus Aurelius among the writers of antiquity, not to niention 
Menenius Agrippa’s well-known ap>ologue, gave expression to this very 
idea in terms almost identical with those tised by the Solidarist school.* 

Nor was the importance of heredity wholly lost upon the ancients. 
The hereditary transmission of moral qualities was a doctrine taught 
with the express sanction of a revealed religion. Hiis doctrine of 

^ Etymologically * solidarity* is a corruption of solidum, which was employed by the 
Roman jurists to signify the obligation incurred by debtors who were each held 
responsible for the whole amount of a debt. One would naturally expect the French 
derivative to be solidity, which was the term used by the jurists under the old regime, 
especially by Pothier. Solidarity was substituted for it by die editors of the CSvil Code. 

* We flhould never come to an end if we began to quote passages in which the merits 
of solidarity are set forth. We must content ourselves widi the f<dlowing, dmsen at 
random: 

M. Mttterand, at the time Minister of Cbnnnerce, in a speech delivered' at the 
openii^ of the Exposition UniverseOe in 1900, said: **Science tea<dies men the true 
secret of material greatness and of social morality; and all its teaching, m a word, 
points to solidarity *’ 

M. Deherme, the founder of the People’s University movement, says: **The folly 
of solidarity should be the source of our inspiration, just as the martyrs of iM were 
inspired by the fcdly of die Cross* Tl% thing diat wants doing is to oeganize demo- 
cracy.” {La Cooperation des Idiest June 16, 1900.) 

* “Fmr as we have many members in one body, and all mwbers have not die same 
office; ep we, bemg many, are one body in Christ, and every one members cm of 
anoth^.” (Roxnmis xii, 4 and 5,) 

As in physical oiganisms the unity » made up of sepimte limbs, so among reason- 
ing dtii^ t^ reason is distributed among individualt oonstiti^ed tor unity of 00- 
i^iaratimL” {Mmrtms 131 RosdaR’s 
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orij^pal sin is peribiaps the most tmible example of solidarism that 
history has to reveal. Turning to profane history, we are rraiinded 
of the line of Horace: 

Ddkta nuyorum immerUus lues! 

We must also remember that it Was always something more than a 
n^re theory or dogma. It was a practical rule of conduct, and as such 
was enjoined by law, exhorted by religion, and enforced by custom, 
with the result that what was preached was also practised with a 
thoroughness that is quite unknown at the present day. We have an 
illustration of this in the collective responsibility of all the members 
rf a family or tribe whenever one of their number was found guilty 
of some criminal offence. A survival of this pristine custom is the 
Corsican vendetta of to-day. 

FinaHy^ there is that other aspect of solidarity which is based upon 
division dT labour and the consequent necessity of relying upon the 
co-operation of others for the sadsfaction of our wants. The Greek 
writers had caught a glimpse of this interdependence many centuries 
bdbre the brilliant exposition of Adam Smith was given to the world. 

All the manifold aspects of the doctrine, whether biological, socio- 
Ic^cal, moral, religious, legal or economic, were obviously matters of 
common knowledge to the writers of antiquity. But each phase of the 
std^ect seoned isolated from the rest, and it was not until the middle 
of the nineteenth century that it dawned upon thinkers that there was 
possibly something like unity underlying this apparent diversity. It 
has already been impressed upon us that Pierre Lcroux and a few of 
the disciples of Fourier, as well as Bastiat, had realized somethii^ of 
the value of the doctrine of solidarity and of the appropriateness of 
the term. But it was reserved for Auguste Comte to appreciate its full 
possibilities. 

The new philosophy, viewed as a whole, emphasizes the intimacy 
that exists between the individual and the group in their different 
relations, so that the conception of soci^ solidarity extending 
throughout rime and embracing the whole of humanity has become 
a fairly familiar idea.^ 

It is necessary, however, to inquire semaewhat more closely into die 
succete c^f the new doctrine in holding the attention both of the public 
and cffecencKmi^. It is possible that the seed would have borne little 
fruit but^br die presence of extraneous circumstances which helped to 
unpress the public with a sense of the importance of these new theories. 

^ DkemsM VEtfeit pesU^, In the 4e Miksepkii frankly pays It this weB?- 

deceived ci»iq>ltinesU: It h a truly capilmi aiHi tboroi^y 
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Nothing has left a deeper impression upon the public or afforded a 
better iUustration of the infinite possibilities of the new doct^e tlan 
the study of bacteriology. The prevalence of certain contagious mala- 
dies or epidemics had been too terribly prominent in the history of the 
human race to require any confirmation; but it was something to learn 
that the most serious diseases and maladies of all kinds were com- 
municated from man to man by means of invisible bacilli. It was now 
realized that men who were supposed to be dying a natural deadi 
Were in reality being slowly murdered. It was with something like 
horror that men learned, that the consumptive, the hero of a hundred 
sentimental tales, every day expectorated sufficient germs to depopu- 
late a whole town. Such ‘pathological* solidarity is being more dosely 
interwoven every day by the ever-increasing multiplicity and rapidity 
rf the means of communication. The slow caravan journey across the 
desert was much more likdy to destroy the vitality of the bacilli picked 
up at Mecca than the much more rapid railway jomney of the future, 
which will speed the pilgrim across the sandy wastes in a few horns. 
The traveller of former days, who went either afoot or on horseback, 
ran le» risk of infection than his descendant of to-day, who perhaps 
only spends a few hours in the metropolis. * 

Sociology has also brought its contingent of facts and theories.^ 
Tlie sociologist stakes his reputation upon being able to prove that 
the fable of the body and its members is no fable at all, but a literal 
t^nscription of actual facts, and that the union existing between 
various members of the sodal body is as intimate as that ^hich exists* 
between the different parts of the same organism. Such is the fullness 
and minuteness with which the analogy has been* pushed even into 
obseture points of anatomical detail that it is difficult not to smile at 
the naiveti of its authors. It is pointed out that so close is the resem- 
blance between the respective functions in the two cases that the term 
‘circulation* does duty in both spheres, and a compar^n is in^tuted 
between nutrition and production, reproduction and colonization, and 
accinnulation of fat and capitalism. In Florence during the Middle 
Ages the bourgeois were spoken of as the fat people, the workars as 
the small people. The organs also are very similar. Arteries and veins 
have their co\mterpart in the railway system, with its network of ‘up* 
and ‘down* lines. The nervous system of the one becomes th^ tele- 
graphic system oi the other, with its rapid communication of news and 

^ Social biology dates from the publication of Professor Schaffie*s great work Bm 
und Lfben dts soj^okn Kdrpers (1875-78); possibly from the pubHcation of Rodbertus’t 
work— at any rate, Rodbertus accuses Schaffie oi pla^^adsm. See also Spau:er*s 
Prim^^Sifdologj^^ Aristale had already ventured to iay that *‘an animal ll j^ 
hire a wdiKRdered city,** a proposition that ml^phEt wdl be mvated. 



THE SOLIDAEISTS 


548 

semadom. The iH'ain becomes the seat of government, the heart is 
bank; and between the two, both in nature and in society, there 
is a most intimate connexion. Even the white corpusdles have a 
^ototype in tjic police force, whose duty is to rush to the scat of 
disorder and to attempt to crush it immediately. 

The sociological analogy, ingenious rather than scientific, did not 
have a very long vogue.^ But it has at least supplied a few conclusions 
which arc thoroughly well established, and which serve as the basis 
of the solidarist doctrine. Among.these we may mention*the following: 

(a) That solidarity in the sense of the mutual dependence of mem- 
bers of the same body is a characterisdc of all life. Inorganic b6dies 
are incomplete simply because they are mere aggregates. Death is 
nothing but the dissoludon of the mysterious links which bind together 
the various parts of the living organism, with the result that it relapses 
into the state of a corpse, in which the various elements become in- 
different to the presence of one another and are dissipated through 
space, to enter into new combinations at the further call of nature. 

{b) That solidarity becomes more perfect and intimate with every 
rise in the biolc^cal scale. Completely homogeneous organisms scarcely 
differ from simple ag^egates. They may be cut into sections or have 
a member removed without suffering much damage. The section cut 
off will become the centre of independent existence, and the amputated 
limb will grow again. In the case of some organisms, of this kind repro- 
duction takes the form of voluntary or spontaneous segmentation. But 
,in the ca^ of the higher animals the removal of a single organ some- 
times involves the death of the whole organism, and almost always 
imperils the existence of some others. 

(<r) Tl|at a growii^ differentiation of the parts makes for the greater 
solidarity of the whole. Where every organ is exactly alike each is 
generally complete in itself. But where they are different each is just 
the complement of the other, and none can move or exist independently 
of the rest. 

One has only to think of the treatment meted out to the innovator 
by primitive tribes to realize the tremendous solidarity of savage 
society. The * boycotting’ familiar in civilized countries provides a 
example. 

Political econmny, in addition to an unrivalled exposition of division 
p^labomr (which, as we have seen, was not unknown in classical times), 

; ^ In of Womi8*s book, Orgamsme et Soci^y and Liiienfeld’s Pathlogie somjk* 

V Herb^. Spencer, who was the pi^eor dL the analogy, had abandoned it; and 
^Augiiite Cbmte, th^godlather of sockdogy, tock f^ood owe to put 9ock>k^;ifts on their 
guard agaiiut the paeduKi ,vduch he Irraticmal. 
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has adduced several other incidental proo& solidarity^ such as bank 
failures in London or Paris and short time in the diamond or auto- 
mobile industry as the result of a crisis in New York or an indiSex^nt 
rice harvest in India. To take a simpler case, consider how easy it 
would be for the secretary of'an electrical engineers* union to plunge 
whole cities into darkness. The general strike, the latest bugbear of 
the bourgeoisie, owes its very existence to the growing sense of soli- 
darity among working men. A sufficient number of workmen have 
only to make up their minds to remain idle and society has either to 
give way to their demands or perah. 

Add to this the remarkable development which has taken place in 
the spreading of news and the perfecting of telegraphic communica- 
tion, by which daily and even hourly men of all nations are swayed 
with feelings of sorrow or joy at the mere recital of some startling 
incident which formerly would have influenced but a very small 
number of people.^ Such agencies are not unworthy of comparison 
with those subtle human sympathies which are kftown by the name 
of spiritualism or telepathy. Thus from every side, from the limbo of 
occultism as well as from the full daylight of everyday life, the presence 
of numberless facts goes to show that each for all and all for each is 
not a mere maxim or counsel of perfection, but a stern, practical fact. 
The good or bad fortune of others involves our own well-being or 
misfortune. The ego, as some one has said, is a social product. These 
are some of the founts from which the stream of solidarism takes its rise. 

But that is not all. The doctrine of solidarity had the good fortune 
to appear just when people were becoming suspicious of individualist 
Liberalism, though unwilling to conunit themselves either to collec- 
tivism or to State Socialism. 

In France especially a new political party in process of formation 
was on the look-out for a cry. The new creed which it desired must 
needs be the nature of a media between economic LiberaUma on 
the one hand and socialism on the other. It must repudiate laissez- 
faire equally with the socialization of individuzd property; it mtist hold 
fast to the doctrine of the rights of man and the claims of the individual 
while recognizing the wisdom of imposing restrictions upon the 
exercise of those rights in the interests of the whole community. This 
was the party which call^ itself Radical then, but later prrfnrcd to be 
known as the^ Radical-Socialist party. German State Socialism as 

^ '*The enormous development of steam commumcatkm and the spread of he 
td^aph over the whole globe have caused modem ^ustry to de^op $t»n a 
gigantic ftarlish, any of whose members might be destroyed without afS^cth^ ibe 
rest; into a C«mv which is convulsed in agony by a 4^t iiunry in one part** 
(Nichokon, Effects of Machmei^ m W<igoSi p. 1x7.) 
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ex|x>undcd about tbe same time was closely akin to it. But the Ger* 
mak conception of the State as something entirely above party was an 
idea that was not so easily grasped in France as in Prussia. History 
in the two coimtries had not emphasized the same truths. Solidarism, 
so to speak, is State Socialism in a French garb, but jx>ssessed of 
somewhat better grace in that it docs not necessarily imply the coer- 
cive intervention of the State, but shows considerable respect for 
individual liberties.^ 

The new word performed one final service by usurping the functions 
of the term ‘charity,* which no one. was anxious to retain because of 
its reli^ous connexion. The other term, ‘fmtemity,* which had done 
duty since the Revolution of 1848, was somewhat antiquated by this 
time, and charged with a false kind of sentimentalism. The word 
‘solidarity,* on the contrary, has an imposing, scientific appearance 
without a trace of ideology. Henceforth every sacrifice which is 
demanded iii the interests of others, whether grants to firiendly societies 
or workmen’s associations, cheap dwellings, workmen’s pensions, or 
even parish allowances, is claimed, not in the interests of diarity, but 
of solidarity. And whenever such demand is made the approved 
formula is always used — ^it is not a work of charity, but of solidarity, 
fiw charity degradeth whereas solidarity lifteth up. 


II: THE SOLIDARIST THESIS 

The cxirrent is seldom very clear when the tributaries are numerous, 
ax^ the stream mtist dejxMsit its sediment before it becomes limpid. 
So here much greater precision was needed if the doctrine was ever to 
be(x>me general in its scope or even popular in its appeal. 

^ It was in 1889, if we mistake not, that the term * solidarity* was proposed as the 
of a new economic school in a lecture entitled V£coU nouvelle. This lecture was 
pubhshed, along with others, in a small volume entitled Q^uOn £coUs d'kotmm 
somck (18^, G<meva) {U 6 coU Ubirde, by Fr6d^c Passy; V£eoU edhoUquif by Claudio 
Jannet; VEcok ^ociaUsU, by M. Sdegler; and V£coU noutfelle, by M. Gide). The 
diaracterisdes of the various schools are summed up as follows: The one is the school 
of Hberty, die other of authority, while the third is d» school of equality. Gide dien 
proceeds: **Were I asked to define what I understand by the New School in a dng^ 
1 should call it the Solidarity School. Unlike liberty, equality, and fraternity, 
sc^darity Is not a very high-smmding word, nor is it a mere ideal. It k just a fact, 
one of the best-establ^ed facts of li^tory and experience, and the most important 
dlioovery id bur dme, and this fitet of solidarity is becoming better established every 
day/’ 

it would have been bctt«*, perhaps, to have spoken of a new moi^ment rather 
dum of a nw school, seeing ^ variety of schools some of them actually opposed to 
anothd^ such as the school of Biological Naturafism and the Chinan school, 
the Anarchist sdUK^ and the State Socialist school, that have adopted solidarity as a 
pturt of dietr creed. 
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M. L 6 oti Boiirgeois, one of the leaders of the Radical*SocMkt 
party, to his eternal credit attempted some such clarification by em- 
ploying the term ‘solidarity,* hitherto so vaguely metaphysical, in a 
strictly legal fashion to designate a kind of quasi-contract. Quite a 
sensation was caused by M. Bourgeois’s woric— a result due alike to 
the prominent position of the author and the opportune moment at 
which the book appeared. The greatest enthusiasm was shown for 
the new doctrine, especially in the universities and among the teachers 
in 100,000 elementary schools. An equally warm welcome was 
extended to it in democratic circles, where the desire for some kind of 
lay morality had by this time become very strong. It becomes neces- 
sary, accordingly, to give a more detailed analysis of the theory than 
was possible within the compass of the small volume in which it was 
first expounded.^ 

In the first place it must be noted that the doctrine connotes som^ 
thing more than the mere application or extension of the idea <rf 
natural solidarity to the social or moral order. On the contrary, it is 
an attempt to remove some of the anomalies of natural solidarity. A 
firm belief in the injustice of natural solidarity, or at least a conviction 
that things are so adjusted that some individuals obtain adva^ktages 
which they by no means desire while others are burdened with disad- 
vantages which are none of their seeking, lies at the root of the doctrme. 
There is a demand for intervention in order that those who have bene- 
fited by the accidents of natural solidarity should divide the spoils 
with those who have been less fortunate in drawing prizes in the lottery 
of life. It is for Justice to ^restore the balance and correct the abnor- 
malities which a fickle sister has created. Just as it has been seen that 
man may utilize the forces of nature, against which he formerly was 
wont to struggle, to further his own ends, so solidarity puts forth a 
claim for the co-operation of Justice to correct the anomalies begotten 

^ M. L6on Bourgeois’s La SoUdariti appeared originally as a series of articles con- 
tributed to the NouveUe tUmu in 1896. These were publish^ in book form in the follow- 
ing year. The different aspects of the question have been dealt with in a smes of 
lectures delivered by various authors at the £cole dcs Hautes fitudes sodales xmder 
the presidency of M. Bourgepis himself, and published in a volume entitled Essai 
d*tme Phihsophie de la solidariU (1902). , An association for the propagadon of the new 
ideas was founded in 1895 under the name of La Sod^t^ d’£ducatiotn sodale. An 
Intonadonal Congress was called together on the occasion of the 1900 Exposition, 
but since then the dgns of aedvity have been few. 

French books and ardcles deding with the subject are plentiful enough. We can 
oiily mentkm La SolidariU sackde et ses NouvelUs fmmdes, by M. d’Eidrthal (1903); 
the annua! report of L* Academic des Sciences morales et poddques for 1903; M. 
Bougie’s book Is ^Uderisnu (1907); and Fleurant^ La &iUd^ii {1907). Th^ is 
hardly a manual for foachers published which does notcontam a chapt» devoted W 
thktHestkki. : 
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€if brute strength, bdieving that only in this way is real advance posdble 
or BXky kind of improvement even remotdy attainable* 

Natural solidarity^ tells us that as a result of the division of labour, 
d* the influence of heredity, and of a thousand other causes which have 
just been described, every man owes either to his forebears or his con- 
temporaries the best part of what he has, and even of what he himself 
is. As Auguste Comte has put it, ^*We are bom burdened with all 
manner of social obligations.” Nor is it an imcommon thing to meet 
with the word ‘debt* or ‘obligation* in the articles of the French 
Cemstitution. In the Constitution of 1 793, for example, the duty of 
public assistance is spoken of as a sacred debt. But the term was 
loosely employed in the sense of noblesse oblige or tichesse oblige^ every 
individual being left firee to carry out the obligation as best he could 
in accordance with the dictates of his own conscience. It is neces- 
however, to transform the duty into a real debt, to give it a legal 
status, and when not voluntarily j>erformed a legal sanction as well. 
If we are anxious to know exactly how this is to be done we have 
only to turn to Articles 1371-81 of the Civil Code, where in the chapter 
dealing with quasi-contracts we shall come across a section head^ 
“Of Non-conventional Contracts.” 

The title would seem to imply the validity of debts not explicitly 
ccmtracted — ^that is to say, the existence of obligations which have not 
involved any volitional undertaking on the part of either party con- 
cerned. The first case, that of injury inflicted upon others, whether 
wilfiilly or not, is referrrf to as quasi-misdemeanour, and other in- 
stances mentioned in the section are spoken of as quasi-contracts. 
Illustrations, which are plentiful enough, include payments made when 
not really due, attention to the business of another without any 
definite mandate authorizing such interference, the obligation of the 
inherited* of property to pay off debts incurred by the previous owner, 
the recognition of the common interest which people living in the same 
n^hbourhood possess, and which also exists between those who own 
property and those who lease it, between those who use it and those 
who inherit it. 

Wherever anything of the nature of a quasi-contract exists we may 
b^ ft>lerably certain that it is the product of de facto or natural solidarity. 

^ fitet that tudi a thing as natursl solidarity exists dxnild not be taken to 
hnfily that it nujst necessarily be just. Justice can never be realiaed unless the la^ 
of sQ^darity are first observ^; but once fi^se have been established, thrir effects 
nta^ be mod^ed to make diesn conform to the requirements justice. The actual 
and the kieid should never be confii^; they are the direct cemtraries of one another. 
But it li alp^Uitdiy necsessary the first be establidied befixe we eff* realise 
themoial nocewity fix the other.** (Bourgems, P^imphk d$ la SMktrUif pp. igit jyO 
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Such solidarity may take its rise in the more fact of propinquity or the 
mere feeling erf* neighbourline^; but more often tlian not it invd^v^ a 
measure of control over the lives of others, which is one of the out- 
standing features of a regime of division of labour. Then follow the 
ftmiiliar phenomena of fortunes amassed to the detriment of others^ 
through the acquisition of unearned increment and the operation of 
the laws of inheritance — ^the source of so many inequalities. Nor must 
we forget the prejudicial effect of quasi-misdemeanour upon the for- 
tunes of others. The result is that the whole of society seems built, if 
not upon an original aq>licit contract, as Rousseau imagined, at least 
upon a quasi-contract; and seeing that this quasi-contract receives the 
tacit submission of the parties concerned, there is no reason why it 
should not be legally binding as well. 

Now the existence of a debt implies that some one must pay it, and 
the next question is to determine who that some one ought to be. 

Obviously it can only be those who have benefited by the existence 
of natural solidarity — ^all those who have amassed a fortune, but whose 
fortune would be still to make but for the co-operation of a thousand 
collaborators, both past and present. Such individuals have already 
drawn more than their share and have a balance to make up on the 
debit account. This debt should certainly be paid. It is all the better 
if it is done voluntsuily, as an act of liberality arising out of goodi^ss 
of heart — quia bonusy as the Gfospel narrative puts it, of the rich good 
man. But this is hardly probable. Most people will pay just when they 
arc obliged to; but such people have no right to consider themsdves 
free, and no claim to the free disposal of their goods until they have 
acquitted themselves honourably.^ Individual property will be 
respected and fi^ee when every social debt which it involves has been 
adequately discharged, and not before then.^ Until this is done it is 
useless to speak of the existence of competition. 

The next question is to dermine who is to receive payment. I^y- 
ment ought to be made, to those who, instead of benefiting by the 
existence of natural solidarity, have suffered loss through its operation 
— the disinherited, as they are rightly called.® All thosM^ who have 

^ **There are some debts yduch are hardly noticed at all, but which ought to be 
paid all the same.** (Bourgeois, de la Midariidj, p. 60.) ‘^There is ^ tul 

claim where^we thou^t there was tmly a moral obligation, and a dfot vdiere we 
thoMght there was only a sacrifice.'* As die Gospdl says: "Unto whomsoever mudi is 
given, of him shall be much required.” (Luke xii, 48.) " So that ye come behind in 
no gift” (1 Cbrinthiwas i, 7.) 

* "No Qum b free as long as he is in debt. He becomes ftee die mcmexit he pays off 
that debt. The doctrine of solidarity is just the correedve of die theories of pritnde 
property and individual liberty.” (Bourgeon, p. 4$.) 

® M. Borngems also points out diat just as our anoeNots were inddned ^ 
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xmt rccdvcd a feir share erf* the total wealth produced by the co- 
operation of all naturally find themselves in the position of creditors. 
It is not easy to name them, perhaps, but the State can reach them a 
heipii^ hand in a thousand different ways. State action of this kind 
was formerly spoken of as public assistance; nowadays it is termed 
solidarity or mutual insurance. 

Hie payment may take the form either of a voluntary contribution 
to help some solidarist effort or otiier, or of an obligatory contribution 
levkd by the State. Some advocate progressive taxation, for if it be true 
that profits tend to grow progressively in proportion as an increase in 
the variety and strength of the means of production takes place, why 
not a progressive tax as well?^ Besides, the tax would be of a semi- 
sacred character, because it would mean the dischai^ing of an impor- 
tant social debt. Nor is there anything very extravagant in the demand 
that the State ^uld see that every one makes a contribution in pro- 
portion to his ability, seeing that the natural function of the State is 
to be the guardian of contracts.* 

It is still more difficult to assess the rate of payment. The conditions 
imder which payment would be made, says M. Bourgeois, would be 
such as the associates themselves would have adopted had they been 
fi-ee to discuss the terms of their engagement. In other words, every- 
thing must be regulated as if society were the result of an express 
convention, or rather of a retroactive contract mutually agreed upon. 
The difficulty is to determine the conditions which individual asso- 
ciates would demand as the price^of their adhesion to the terms erf* the 
contract. We shall have to imagine what they would demand were 
they able to make fi'esh terms. 

But we are not much farther ahead after all, for the individual him- 
self knows nothing at aU about it. Renouncing the attempt to solve 
the insoluble, one has to fix some kind of minimum claim which the 
disinherited may reasonably expect to see fulfilled. Such a minimum 
claim would be a guarantee against the ordinary risks of life. Society 
would become a kind of association for mutual insurance, with the 
good and bad fortune spread out equally over everybody.* 


toe we indebted to tiiose that shall come after m. But that is a di&Snent thing, and 
the theory does not seem very sound on thk p<^t. It is strange to think that cr^itors 
dnee dead should transfer the debt which was owing to them to the credit of 
feno^tkms yet unboml 
^ Bourgeois, op* dt., p. ^ 

* Even the texts of the Ovil Code seem to point to some such theory. Article 1370, 
id additStm to the cases of qimsi-contract and quad-misdemeanour of which it speaks, 
also n^ndems ^ law* as a general cause of ol^i^don. 

^ st % Impostthle to fix definitely vahie of the pcfsomd efiort put 
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But a quasi<iontract is Wmcthing very diflFcrcnt from tfris. Ckn^tracts 
and quaa-contracts arc based upon the giving and rcceiv^ of cq^va* 
lent values, do ut des^ whereas mutual insurance is a kind of substitute 
for direct liability. A contract is essentially individualistic — ^mutualism 
is primarily socialistic. 

This idea of a quasi-contract contributed not a little to the success 
of M. Bourgeois’s theory, but it makes no vital contribution to the 
doctrine itself, and he might very easily have craiittcd it altogether.^ 
It is nothing better than an artifice, ^most a logomachy, invented for 
the express purpose of affording some kind of justification for demand- 
ing a legal contribution by treating it as an implicit or retroactive 
contract. It is more of a concession to individual liberty than anything 
else. A taxpayer grumbles at a tax which goes to provide pensions for 
the old, but it is pointed out to him that the contribution is owing from 
him in virtue not of an explicit agreement, perhaps, but at least of a 
quasi-agreement. 

But what useful purpose can be served by such ironical subterfiige? 
If it can be shown that owing to inferior moral education the law 
must have the making of a conscience for those who have none, and 
must enforce a certain minimum of social duties which appear neces- 
sary for the preservation of life and the perpetuation of social amenities, 
what is that but a form of State Socialism? If it is pointed out, on the 
other hand, that moral progress consists in transforming debts into 
duties^ rather than vice versa^ one readily realizes that it is best to 
multiply the number of free institutions of a solidarist complexion, 
such as mutual aid and co-operative societies, trade unions, etc. 

forth by a single individual, as in the case of a quasi-contract — ^that is, whenever it is 
impossible to determine the value of the debt on the one ha i or the credh on the 
other — Ihe best plan is to pool those risks and advantages. This would mean that none 
»would know w^ is really bearing the risk or who is reapix^ the advantages, the risks 
being shared by everyb^y and the advantages being thrown open to every one.’* 
(Bourgeois, op. cit.^ p. 8i.) 

The end of the quotation apparently contradicts the statement we have italicized, 
in which he speaks of pooling risks and advantages. With regard to the latto*, it is 
aiough, apparendy, to secure equal oj^rtunity. It is not very obvious iri^y the 
principle should be so rigidly enforced in the one case and so relucpindy in the other. 
If the principle of solidarity holds me responsible for the degradaddh of the drunkard^ 
in the (me case, is there any reasem why 1 should not be allowed tokhare in the good 
fortune of the lucky q>eculator in anther? Is it because the logical aj^lication d 
this principle would direedy lead to coxnmunhm? 

^ One should add that the word ** quasi-contract** is not so frequendy used by 
M. Bourgeois as it is by his disciples. As in many another instance,' the disciides have 
outd(me the master. In his Fkilosopfdi de la Solidarity he scarcely uses the tenn at all, 
but seems to prefer to speak of mutiudizadcm. 

* Such seems to be tte ideal id Guyau, the philosopher, in his charming vohime^ 
Msqmsce dune Morale sans Obligation m Sanction, 
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Another objective whidi iJie quasi-contract theory had in view was 
to supply the, debtor with ^ kind of guarantee that nothing would be 
requhr^ of him beyond the exact equivalent of his debt.^ But, as we 
have already noted, it would be a somewhat illusory guarantee, because 
it is almost impossible to determine the amount of the debt in the first 
place. Since the amount of this debt is in some way to be fixed by law 
it may be well to b^n with it. 

Should the legislator find himself driven to accept M. Bourgeoises 
v^uation, the demands made upon the taxpayer will not be so exorbi- 
taxKt after all. The^whole mass of obligations is siunmed up under 
three heads: ^ 

1. Free education for all classes of the community. Intellectual 
capital more than any other kind of capital is a collective good, and 
should never be other than common property, upon which every one 
may draw whenever he wishes. A necessary corollary would be a 
shorter working day. 

2. A minimum of the means of existence for everybody. It is diffi- 
cult to inu^ne a retroactive contract which refuses to grant men the 
right to live. Regarded in this light, the ‘ guarantism ’ of Sismondi and 
Fourier, tfip ‘right to work’ of Louis Blanc and Consid^rant, gain new 
significance and throb with firesh vitality. 

3. Insurance against the risks of life, which, being fortuitous, are 
escaped by none. We know the promptness with which the feeling of 
Idnship is aroused whenever one of these accidents happens on a scale 
scmiewhat latter than usiial and assumes the propenrtions of a catas- 
trophe. Why should it be otherwise when a single individual falls a 
victim to the fickleness of fate? 

If M.*Bourgeois has given his theory a distinctly politico-legal bias, 
M. Durkheim has taken good care to approach the question firom the 
standpoint of moralist and sociologist. 

M. Durkheim draws a distinction between two kinds of solidarities. 

The finrt of these, which he regards as a quite inferior type, depends 
upon external resemblances, and is of a purely mechanical character, 
like the cohesion of atpms in a physical body. The other, which consists 
W a union dissimilars, is.the Tesult of division of labour, and of such 
is the unfen between the various members of the hmnan body. Durk- 
heim tegaxds this kind of unity as of immense significance, not so much 
because dT its eamomic onueqt^ce as its important moral results, 

^ ^*The only thing that justice demands is the payment of debt; beyond thm we 
Imm no 10 Impose any ob^adon whatsoew.*^ (Bourgeois, ip. A, pp« 45 
mi . 
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** which might even supply the basis of a new moral orda*.” Seeing 
that individuals really follow divergent paths, the struggle for existence 
cannot be quite so keen as it is generally supposed to be,^ and this 
differentiation between the individual and the mass enables the former 
to dissociate himself from the cc^ective conscience. Durkheim’s desire 
was to see the new ethic developed by the professional associations; 
hence the important role which trade unionism holds in his philosophy. 

Without disputing the validity of the distinction thus made, we may 
be allowed to question the advisability of treating one kind of solidarity 
with such contempt and of showing such enthusiasm for the other. 
Our hope is that the future lies with the former kind. For what is the 
object of evolution i^ it is not to make what seems similar really alike? 
The world is not merely marching in the directipn of greater differentia- 
tion; it is also moving ;towards a deeper unity. This seems a well- 
established fact, at least so far as the physical world is concerned. 
Mountains are brought low and the hollow places filled. Heat is 
dissipated throughout space, causing minute gradations of tanpera* 
ture, and the establishment of a kind of final equilibrium.* The same 
law applies to human beings. Differences of caste, of rank, of manners 
and customs, of language and measurements, are everywhere being 
obliterated. And it seems by this time a tolerably well-established fact 
that the wars of the past were wars between strangers— strangers in 
race or religion, in culture or education — and consequently if was 
between people who were dissimilar that they appeared most violent. 
Therefore the march towards unity also represents a movement in the 
direction of peace.* 

Such a conception of solidarity seems more akin to the ideal which 
we have formed respecting it, and has by far the greatest moral value; 
for if I am to be responsible for the evil that has befallen another, or 

^ **Thanks to this £sct, rivals need not seek to eliminate one another, but may well 
be contmt to exist ride by ride. Specialization is undertaken, our author drinks, not 
with the idea of producing more, ks the economists seem to teach, but merely with a 
view to enabling us to exist under the new conditions of life which await us.** (Dmsm 
du Tratfml*) 

• “Evay brook that Rows, every lamp that bums, every word ^x>ken, every 
made, betokens a movement in the dhecdon oi the greater unilbrxxiity of die uzri^ 
verse.** (Lalande, La DissobUion.) 

* This it the sense in whidi solidarity has bden understood by die Lausanne philo- 
sopher Charles Secr^tan, in hss book La Ciuiiist^m H la Ovysnes, smd die same pmnf 
of view has been adopted by M. Alfred Fouill6e. “Solidarity,” writes Fot^6e, “has 
all the practical value cri an ideal force. The recogmtion ^ the prdbund k^dty ' 
vdiich pervade! humanity and the adopdon of an ideal of parfret unity as die saprtmt 
object of rational derire mmft assume the form of a duty in the eyes of every human 
being. We should anticipate the unity the human raee^ which Is as yet frur from 
being reidized, and which will never be perfik:t perhiqfis, by actmg as if we wem 
abeadybne.” (Rmtdes Dm^Mnidks^Jv^ 
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to be con$idered an accomplice in the evil which he has done^ that 
can only be just in pn^rtion to the extent to which that other is also 
mysdf.^ The practical r^ult will be a preference for such modes of 
association as will group men together according to some general 
characteristic — a. co-operative association rather than a trade union; 
for while the interest of the latter is in opposition both to that of the 
producer and to that of the public, the method of association in the 
former case is the most general imaginable, for every one at some time 
or other must be re^;arded as a consumer. 


Ill: THE PRACTTICAL APPLICATION OF 
SOLIDARIST DOCTRINES* 

There is no such thing as a Solidarist .school in the sense in which 
we speak of a Historical, a Liberal, or a Marxian school. Solidarity is 
a banner borne aloft by more than one school, and a philosophy that 
sorves to justify aims that are occasionally divergent. As we have 
already had occasion to point out, the solidarists are more of a political 
party than a doctrinal school, and their best worjc has been done in 
association with the Radical-Socialist party. Behind them is the State 
Socialist or ‘interventionist* school. It has been suggested that the 
social legislation of the twentieth century, such as the regulations 
governing the conditions of labour, factory and general hygiene, in- 
surance against accidents and old age, State aid for the aged and the 
disabled,* the establishment of societies for mutual credit, rural banks 

^ Auguste Comte, in his usual authoritative manner, declared that solidarity rests 
upon the i&ct that men can rqxresent <me another, and consequently may be held 
reqponuble for on^ another. 

* See a collection of addresses by varicnis authors published under the title Les 

soeiales de la SoUdaritS (1904). 

* These la;ws of public assistance are among the most remarkable practical maniftsta- 
tions of the solidarist movement. They marked a new departure in French public 
WOf and until their appearance relief, whether gpveh by the State, the department, or 
the commune, was iniiely optional (exc^t in a few isolated cases, such as in that of 
waifi and strays). To mention only the principal ones in France, the law of July 15, 
^893, made relief in the A>rm of medical attendance of all destitute invalids obligatory 
iqmn the communes. The law of July 14, 1905, extended a similar benefit to aU 
invalids and to all persons over seventy years of age in the form of pensions varying 
Inamount hum 60 m 240 francs po* annum {360 in Paris). Finally, the law of Api^ 5, 
i^fo, secuses a pension to all y^rkmen at the age of sixty, the chaige beipg divided 
between die State, the employees, and the workmen themselves. It is a kmd of pay- 
' isM m ade by ^the membm id the present generation to the survivors of a past one. 

leli^li dearly of ibe nature of a social debt, and juitfifies us in treating it as the 
oisiconm of a quasi^ontract, for on thermo hand it constitu^ an ob%ation Sxed by 
law on the part of the commune, the department, or the State, as the case may be — 
ah dd%at|on whtdi they cannot escape^-and cm the other hand a ri^t on the part 
of the beneSciary, as in the owe a creditor in an action^ the recovery of dd&u 
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and cheap cottages^ and school clinics, all of which are die direct out* 
come df preaching solidarity, as well as the grants in aid of thw 
objects which are paid out of the progressive taxation levied upon 
inherited wealth or extraordinary incomes of such as have plucked 
the fruit from the tree of civilization to the deprivation of those who 
caused that fruit to grow, should be known as ‘^the laws of social 
solidarity.** 

Nor are workmen the only class who arc likely to benefit by the 
adoption of this principle. The Protectionist or Nationalist party 
claims to be the party of solidarity, as well as the mutualists, who 
employ the term oftener than anyone else. When the taxpayer com- 
plains about the taxes which he has to pay in order to grant a bounty 
to certain proprietors or manufacturers, and the consumer grumbles 
because the levying of import duties results in increasing his cost of 
living, the reply is that the spirit of solidarity demands that preference 
should be given to their own kith and kin.^ 

Fiscal reform, with its twofold attribute of a progressive tax at one 
end of the scale and total exemption at the other, also claims to be 
solidarist. Progressive taxation is justified on the ground that those 
who have made their fortunes arc the debtors of society, while exemp- 
tion at the other end is only fair, seeing that the disinherited have 
nothing to give, but have already a strong claim upon society. 

However closely akin to State Socialism practical solidarism may 
appear, the fact that the latter may achieve its results merely by means 
of associationism is sufficient to distinguish it from the former. The 
result is that it gave quite a fresh impetus to the associative move- 
ment. Syndicalists, mutualists, and co-operators vie with one another 
in their anxiety to swear allegiance to the principle of free solidarisiu 
as distinct from the forced solidarism of the State Socialists.^ It is not 
that they fail to recognize the necessity for the latter and its supmcaity 
over free competition, but on moral grounds they think that such 
forced solidarism is even inferior to competition. It is imperative, 
however, that we should make some distinction between such 

t A very curious application of this national solidarity has come to light rince the 
beginning of this century. Formerly the French Government VfcM only sanction 
foreign loans if the borrowng country promised to apply some part of its funds to 
French industry. That meant linking the rsnrier and the French Pianufacturen by a 
forced kind of solidarity, the first b^g unwilling to lend money itnless that money 
in some way returned to the second peison for goods purchased. This is where the 
daim of the workers, who justly demand a minimtun wage, comes in. 

* The doctrine of quari«ctmtract m^t lead to the one ctxadurion as well ^ to die 
other. M. Bourgeois himself seems to incline rather in the direction of assodatkmism. 

Radical party has a social doctrine, a doctrine dUrt might be summed up in 
one word — ^assodadon.** (Fidac^ m M. Buisson’s Xa .Midgit# 
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hetarogeneous elements as enter into the composition of the solidarist 
party. 

The syndicalists, who come first, will hear of nothing except trade 
unionism, which is to become the basis of a new economic organiza- 
tion and a new kind of ethks. The sense of solidarity is in this case 
vefy strong, because the syndicat poses as the sworn foe of the bour- 
gedsie. Nothing develops this sense like a struggle, and the struggle 
becomes a means of discipline. The attempts made by the trade 
unionists to enforce this solidarity, not only upon their own members, 
but also upon workmen who are unwilling to enrol themselves as 
members of the union, the antagonism shown for the jawm, and the 
advmt of the solidarist or sympathetic strike, constitute one of the 
most interesting aspects of the syndicalist movement. 

Next came the mutualists, who are loudest and most persistent in 
thdr appeal to solidarity.^ It is not difficult to understand this when 
we realize the batde which they wage against the ills of life — invalidity, 
did age, poverty, and death. It is just here that men most feel the 
need o£ sticking together. But if we are to judge by the sacrifices 
which they make, the sense of solidarity among the mutualists them- 
selves is not very great. They are loud in their demands that the State 
or the commime, or even voluntary subscribers, should complete what 
they have begun,* and that the State should delegate to them the task 
of establishing workmen’s pensions and of disp>ensing State aid. Con- 
taining as they do some members of the middle classes as well as 
employees, they show no pronounced revolutionary leanings, nor have 
they even a plan of social reorganization. 

Gp*operation, on account of its scope and the variety of its aims, 
has some cl aim to be regarded as in a measurt a realization of the 
ideals of solidarism. But co-operation presents a twofold aspect with 
difiSerent |HOgrammes and aims that are not always easily reconcilable. 
Tlie oldest movements in which the fraternal tradition of 1848 may 

* **Tlie ApoCheotts of Soiidarity,** pnn'ti^ in laige type, appeared at one time as a 
liea^ine in one of tiie Fraidi morning papers. Tlie reference was to a banquet d 
30,000 mutuaHsts. 

* Mutualists sre so taken up with the idea solidarity that diey indignantly protest 
U any of dieir number biq^>ens to make rise of the term ‘boaeficcnce* or ‘charity.* 
^‘Every one has a to demand his own,” they say: that is clearly Bourgeois*! 

On the odier hand, their journal, VAvmr de la MviuaUUi for February 1909 
t Ms t w that sodedm fer mutual help have a right to organize tombolas and lotteries, 
and they b^ their erne i^jon the law of May 21, i$36, which reserves the ri^t of 
lottery to **dhrts of an entirely duuitabfe diaracter.** In order to defend its claim, 
VAmtr di fe MataalUS does not hesitate to affirm diat the societies fer mutual help 
die extstence of an element of benevolenoe which is not exaedy mutual 
and yduch ^connected with the siq>enor modem prim^le of sodal sotkiaihy, 

bd vdadi none the Im jusdiei the apphoi^M of die law of tdgB,** 
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Still be viewed in all its pristine vigour are the producer’ assodaticnas, 
of which we have already spoken. Their ideal is to emancipate the 
worker by setting up a kind of industrial republic, and they make a 
practical beginning with ‘guarandsm,’ which Sismondi expected the 
masters to give and which Fourier thought would naturally follow the 
establishment of the Phalanstire.^ But however rosy the prospects 
may be they can never affect more than a very small proportion of the 
working classes. 

Distributive societies have met with a greater measure of success. 
Their membership is reckoned by the million, and in some towns in 
England, Germany, and Switzerland the members actually comprise 
the majority of the population. Such is the colossal mag^tude of the 
‘wholesale’ that it might even alter the whole dharacter of commercial 
organization — ^that is, if we are to judge not merely by the record of 
its transactions, but also by the feeling of awe which it inspires in the 
minds of merchants in all coimtries, who are already claiming the 
protection of their respective Governments. Although the number of 
such societies increased in France, they nevet* had quite the same 
practical influence there, simply because they have been lacking in the 
true spirit of solidarity. Curiously enough, these French co-operatens 
have formulated a most ambitious programme of social reform which is 
wholly inspired by the experience of the Rochdale Pioneers.* 

' ** Solidarity is j^st an empty word ^ it is not supported by spedai organisms which 
can render it effective. This is why workmen’s associations have deemed it necessary 
to establidi what they call ’guarantism.’ . . . 

**Tl» most unmistakable manifestation of solidarity consists in the emptoyment of a 
part of the wealth produced by labour in order to repair the poverty cau^ by the 
dehdent organization of labour, which leaves the worker and his ianiily liable to the 
acutest suffering whenever illness, old age, or misfortune crosses thdr paths.** (Pro- 
gramme on the cover of a journal known as VAssociatim mwriin, the organ of the 
producers* associations.) 

* This co-operadst programme is gmerally known in France as fliat of the Bode 
de Nlmes. R^y it is a devdopmoit iff the sug^tions dirown out by die Roc^dak 
Fioneen m 1844. Renard, who gives it a place in his Systimes socutHsks, coenden 
that it is a little indefinite. It seems to us, on the other hand, to be about as predie 
as any eff the other socialist systems that attempt to envisage the fixture; and It has 
dus advantage, that its prophedes were realized in a foshion that is nmst unn^takalde. 
See a brief iteim^ of the programme in a lecUire by Okie on the occasion of the 
centenary of the French Revolution, published in the volume endded 
(J>$s ^ eppdk dmsVOrdnSc^^ 

The tadi of re(»rganszsng society belongs, not to the produom, but to die con- 
sumers, for while foe former are inspired by foe co-operative sfurit, foe latt^ are 
imbued wifo endnisiasm for foe general well«being. Consumers imve only to unite 
and aU dieir wants are satisfied just in foe way foey dedre, ibr foey can dfoer buy 
direedy fimn foe producers dl that foey need, or they can, when foey have become 
tt^Sdendy rich a^ powerful, produce for tbemidves in own l^torieaiuid on 
diesr. own lands. T 3 fo would mean the abolidon of aff prate, those of mifotetten 
and manufactures alike. The sodedes would ^retain only as much 
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Hie gospel of solidarity has ^en penetrated into the rural districts, 
and although the tonperamoit of the peasant is strongly individual* 
istk it is already b^inning to bear fruit in the shape of numerous 
associations of various kinds. The most interesting of these is the 
mutual credit society, which implies collective responsibility for social 
deto.^ 

Hits by no meam exhausts the practical consequences of the soli* 
darist ideal. One notable result which has already shown itself is a 
serious modification of the whole conception of the rights and attri* 
butes of private property. Hbe old formula in which pro|>erty was 
tpokm of as a social trust rather than as a strictly individualistic right 
as the dmwmm ex jure Qi/tkUum^ but which irndl quite recently was 


necsttuy for the further extensicm of the movement, returning all the rest to the 
oofifutnen in proportion to the amoimt dT their purchases. We have already had 
occanon to note h^ this idea of the abolition of profits had haunted John Stuart Mill, 
and how it seemed linked with an ^tirely new phase of social evolution, to which he 
gave the name of the '^stationary State.** We have also witnessed the Hedonists* 
arrival at exactly the same oonclurion, though along a directly opposite path, namely, 
that of absdutriy free cmnpetitkm. 

We must not lose si^t of the fact that this revolution is accomplished without 
affocdng the framdations of the social order — ^property, inheritance, interest, etc. — 
and without having recourse to any measure of exprc^mation save such as naturally 
results from the free play of present economic laws. Go-op^ators have no desire to 
inteifore with accumulated capital, their aim being meiely to form new capital 
which shall render the <dd useless. If existing capital is merdy luxrumulated profits 
made out of hfoour, why should not labour itself make a profit, and this time keep it 
for its own use? 

Ckxnplaints have been made that a system of tbh kind, even tf it were realized, 
would not result in the abolidon of the wage-earner, seeing that the workers would 
stm be employed, the only dtfierence being that tbdr employer would be a society 
instead of an tndividuaL The reply » that a person who worics fr»r a society of which 
he himself is a member is very near to being his own master. 

Moteover, has anyone a ri^t to raise this objection? The u]^K)lder of the present 
econonne order certainly has not when we remember that ht considers the wage 
contract to be the definite type of pure amtncu Neither are the collecdviits entstl^ 
to make it, Ibr tmder their system everybody would be a civil servant. Hence the 
osdy permns who are really justified in making thb criticism are those who believe 
that the future see an increase in the number of mdepeodent proprietors. The 
rqdy that we would make to them is this: The only hope of seeing this realized— 
h also the ideal of 90m co-operatm — b to set up producers* emocMom 
imdcr ttecoistid and protection of ctmsumeis* societies. Infac^aregimeoffedmted 
co-operative sode t ie s Is nert incon^dlde with the maintenance oi a cotain amoimt 
of atHonomoui productfon, thanks to varioiif constderattons which need not be 
here* 

^ in France lids rule of sdidarity has only been adopted by a Catholic gmtp 
ofcredb^sodetles known as tl^UniimDins^ It may be pracdsed by a lew other 
i o det ib i there, brt H k quite ol^riousfy the excepdon, whereas in some German 
sockdes and, fa I t ali an and Swiss assoesadooi the rule h al%vayi frdlowed-*«iiother 
prooC^iad ai^faiiil^ the Idea » FroKh fa odgm we imatt look ehewhem for pfici^ 
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nothing more than a mere metaphor, becomes a reality imder the 
inspiration of this new doctrine of solidarity. Once it fa realized that 
property fa simply the r^ult of Ae unconscious co-operation of a large 
number of causes, most of which are impersonal, Ac tendency will 
be to eliminate it altogeAer or to adapt it more and more to collective 
ends. Alfred Fouill6c,^ a French philosopher, aptly put this aspect of 
Ac question when he spoke of social co-proprietorship being grafted 
on to inAvidual property. 

The modifications introduced into Ac study oi jurisprudence by 
emphasizing its soUdarfat aspect are occasionally spoken of as JuriAcal 
socialism,’’ a term that fa not very clear, to say Ae least. The jurists 
who have undertaken Ae task of applying this new principle to Ae 
study of jurisprudence have not merely adopted Ac quasi-amtract 
Acory as Ac hksk of Aeir work of reconstruction, but have also 
refused to recognize any absolute rights of property; in oAer words, 
Aey claim Aat Ae proprietor has other responsibilities berides Ae 
mere exercise of those rights {qui suojuri utitur neminm ladere mdetur). 

Instead of emphasizing Ae new principle known as Ae ** abuse dT 
rights,” Aey prefer to claim Ae complete subjection of all private 
rights to Ae public weal. They point to a thousand instances in which 
a proprietor ought to be held responsible, Aough through no fault of 
hfa own, for Ae results following firom Ae discharge of his economic 
duties.* The existence of such a Aing as an acquired right fa lalso 
denied, chiefly on Ae ground Aat fictitious rights oS this kind bar Ae 
way to progress by setting up a daim for indemnity.* 

* La sodak H la IHmocradi, 

* The result h that masters are nowadays held responsibie whenever a wedonan 
meets with an accident, or faSk ill even. They are al^ liable to damages whenever 
they pay ofl their men. Owners of urban property are no longer allo^^ to build 
aocoiding to their fancy, and any property set up in contravention of the sanitary 
rq^ulatkms is isnmediatdy demdished. Further progress along these lines would 
le^ to juridical socialism. See Les Trentformadons du dmt civile by Charmont, and 
La dnii social et k dmt individml, by Duguit. 

* Anton Menger, of Vienna, is the protagonist of this view. See his book LLas 

bLhrgjtrUdm BodU wad dm bcsiitksm VoLksHassen (1890). Another of his works, tiks asf 
dm volUn AshdUertragf has been translated into English and contains a valuabk preface 
by Frdessor Foxw^ Menger maintains that at the basis of the economic ok^ ate 
three fundamental rights which may be conquued with the poUdcal d em a nd s |mt 
farward in die Deckradon of the R^hts of Man. These rights are: (1) the rfa^t to 
the whole produce dlabour, (2) the right to woik ,(3) the ri^t to c9At~<all of whiA 
daims were put forward by Consid^rant, Louis Blanc, and Proutflum, the French 
•odalistt of 1848. See also LastaUe’s book Motion 

should also be made of Emmanuel L^, who ha» published several ardcies d' thii 
kind, ogiedaBy the panqddet endded Q^iial cl TrmdL 



5 % 


THI& BOXll^AItUTS 


IV: CRITICISM 

Notwithstanding the popularity of the term ‘solidarity* and the 
nuxnm>U8 attempts made to give effect to the doctrine of which we 
have just given a sumnnuy account^ it would be a mistake to ixxiagine 
that the theory met with sympathy everywhere. On the contrary, 
it was subjected to the liveliest criticism, especially by the Liberal 
economists. 

It is not that the Liberals deny the existence of solidarity or disap- 
prove of the results which follow from its operation. The discovery of 
the law of solidarity under the familiar aspect division of labopr 
and exchange constitutes a part of their own title to fame, and extrava- 
gant were the eulogtums which they bestowed upon its working. 

They still, howeva*, hold firmly to the belief that economic solidarity 
is quite sufficient, and that it is also the l^est imaginable, despite the 
fact that it may be our duty to organize it afresh. Is it possible to 
improve upon a system of division of functions which gives every one, 
every day dfhis life, the equivalent of the service which he has rendered 
to society? Bastiat in his fable The Blind and the Paralytic compares 
thb distribution of social effort to an understanding between two such 
persons, whereby the blind does the walking and the maimed indicates 
the direction. 

Members of this school were stroigly of the opinitm that it was quite 
enou^ to let this principle of each for all work itself out under the 
pressure of competition. And as a matter of fact is it not to the interest 
of the producer to consult the wants and tastes and even the fancies of 
ffie public? Altruism pursued in this spirit, as it well might be, mani- 
iests itself as an incessant desire to satisfy the wants of others, and 
even to live for others. It loses none its force by becoming, instead 
df a mere ideal, a professional necessity which no producer can afford 
to neglect without running the ride of failure.^ And it is not only 
between producers and consumers, but also between capital and 
labour, diat such solidarity exists. Neither can produce without the 
other, and the interest of both is to have as large a produce as possible. 
A similar kind of solidarity exists among nations. Ihe richer our neigh- 
hmM nxe the better chance of our finding an outlet for our products. 

^ prcducer is conoemed about the wdl-bdug c^hls dients at every momeiit 
Hil sytapalliiei are wide enoui^i to indiaie die of humanity. The merest 
and ^ traan^ort agent are always on the lookKmt for what will prove most advan- 
tageous to §or vfhom they are wmking, as wdl as new dimli— dial Is, tor 
moieperioiislowimm they eanheofser^foe.** Tliese woids, which oEiig^t have been 
wrillen by Bastiat, are tahen Bom a small yet cutious voluinc publidied by Yves 
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Moreover, none of these solidaritis but is essentially just, since every 
one receives the es^ct equivalent of what he gives. What can the 
new doctrine of solidarity add to this, unless it be, perhaps, an etenent 
of pure parasitism?^ 

For what is the essence of the new doctrine if it is not that those 
members of society who are poss^ed of a cortain superiority of posi- 
tion, either material or intellectual (which is very often the result of 
the greater contribution which they have made to the material or 
intellectual capital of society), by a bold invemon of their material 
positions should find themselves treated as the debtors oS such as have 
not succeeded? The natural result is that there are springing up every- 
where in society whole classes who are living upon the claims of soli- 
darity, just as their predecessors lived upon the claims of Christian 
charity. More daring than their forebears, they have none of the 
humility of the ordinary beggar, but boldly demand their due; not 
for the love of God, as was wont with the true mendicant, but in the 
name of some quasi-contract, with a policeman within hailing distance 
lest the debtor should not acquit himself in a sufficiently graceful 
fashion. Hence the swarm of pensioners and semi-invalids, of unem- 
ployed who patronize the relief works, and of victims of aeddents 
more or less real, of parents who have their children reared for nothing, 
of manufacturers and proprietors who make a .profit directly or in- 
directly out of the existence of public rights, and of public servants 
who in the name of professional solidarity trample national solidarity 
underfoot and sacrifice the interests of both taxpayer and consumer. 

The economists have never held the doctrine that commutative 
justice by itself— mere do ut des — ^is enough. Adjacent to the realm of 
justice lies the domain of charity. But to annex this zone to the 
dominion of justice and to claim solidairity as a justification seems utter 
futility. 

There is no avoiding this dilenuna. Either tl^y get the. equivalent 
erf what they give, which is the case under a system of firee exchange, 
or they do not — ^in which case they must be gettu^ either more oat less. 
In other words, they arc cither parasites or destitutes — case of ex- 
l^oitation or of charity. 

It is further pointed out that the whole trend erf evolutiem appears to 

* 

^ *^Sclklarity terns it m pretext for Uiote pet^e who want to dyoy die trusts of 
the labour of others without taking a part in such labours dMsnsdves, and for pedi- 
ddant who want to win adherents to thrir cause ; it is just a new name for an unhealthy 
kind of egoism:** (Vilfiredo Fareto, L$ PM in die Jmmd its &mmmsles^ 

May <15, 1900.} 

**Tbe stdidaiist theories woidd simply greatly Increase the mimber and inciqmcity 
of die unemidoyable.** 
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give no countenance to this doctrine of solidarity, and that conse- 
qnently it is the nature of a retrograde movement Even in the bio* 
logical realm we come across what looks like a persistent effort to 
attain independence or autonomy, a struggle on the part of the 
individual to free himself from the trammels o£ his descent.^ Such 
must be tli^ explanati<m of man’s heroic efforts to leave the earth 
wd rise towards the skies, and the consequent exultation which the 
aviator feds when he finds that he has overcome the force of gravity 
and broken the last link which bound man to his mother earth. Turn* 
ing to criminal law, we are met with similar considerations there. 
Tlie collective responsibility of the whole family or tribe seemed quite 
just to the primitive mind, and the sons of the Atridae and the descen* 
dants of Adam suffered with hardly a murmur for the sins committed 
by their parents.* But to us the doctrine is simply revolting. Whenever 
such penalties are demanded by nature we can only submit with the 
best grace that we can command. We are reluctantly bound to admit 
that the innocent docs suffer for the faults of others — ^that the child 
perishes because the parent was a drunkard. But we, at any rate, 
regard such things as evil, and valiantly struggle against them. We 
are not much given to raising altars to Eiimenides. When solidarity 
brcc^ coi^amination we seek to counteract it by a strict individualism 
that immunes. The innumerable fetters that had been riveted together 
by the old co-operative regime were ruthlcKly tom off by the French 
Revolution. Why attempt to forge new chains by giving to each 
iiulividual a hypothetical daim upon ins fellows? 

Tlic moralists in their turn have also raised objections. They want 
to know what new principle of morality solidarity professes to teach. 
When it has been shown that my neighbour’s illness may easily com- 
pass my own death, what newffeeling will the mere proving of this 
beget in me? Will it be love? Is it not much more likely to reveal 
itsdf as a derire to keep him as fer (torn me as possible — ^to get rid of 
him altogether like a plague-stricken rat, at least to see that he is 
lodked up in some sanatorium or othor? I may perhaps be found more 

* '‘The dstinctive feature of evolution seems to be the growing tendency among 
otganisms to attain to a position of independem^e by acquiring a certain degree d 
^ e fe ldh i ed (De Launay, VHistoin it la Tmt.) The crystal’s action, says 

dt X^unay, in grouping itself in die fona of a pdyhedron is an expradon of Ind^ 
pc nd e n c e as wdl as a means of defence. The ayrtal is simply the earnest individual 
m hieak away feom its environment The animal ferm in the ocean depths that carries 
in Its own hc^ the mmdak of a new aaviremment marks a second sfep. 

*’’llw|»chmtryeera wasatis^dtolfebrity. Ckhne was no ihdivick^ dung 
and that the Inno ce n t should suffer for dw sidee of the guilty seemed a part ei the 
Older of thingpt It is only in an age of reflection that sii^ dogmas appear ahsurd.” 
(Renan, Amk it ia Sti t m, p. 
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^willing to contribute towards the upkeep oi the sanatorium, but the 
dominant motive will be fear, or self-interest, if that wwd seenut 
preferable.^ 

Thus solidarity, while it does not seem to contain any new doctrine 
of love, tends to weaken and to suppress the sexi^e of responsibility by 
treating society as a whole, or at least the sodal environment, as the 
sotirce of our errors, our vices and crimes. Individual responsibility, 
however, is the very basis of morality. 

Such are the criticisms preferred by individualist economic. It 
would be a mistake to imagine, however, that the socialists, the 
anarchists, or the syndicalists have treated the doctrine with any 
greater* degree of indulgence. The proposal to reconcile masters and 
workmen, rich and poor, in a kind of silly, sentimental embrace is a 
menace to socialism and a denial of the principle of class war.* 

Ail such criticism, however, utterly fails to convince us. It may be 
well, perhaps, to get rid of the coercive element in the discharge of 
social debt, but that does not do away with the valuable contribution 
made by solidarity both to social economics and to ethics. 

Solidarity by itself does not furnish a principle of moral conduct, 
since it is just a natural fact, and as such it is non-moral. Whenever 
we imagine that solidarity is something evil, that juc^ment in itself is 
a proof that we have had recourse to some criterion outside solidarity 
itself by which to judge of its good or evil features. It is quite possible 
also that the idea may be exploited for the profit of the egoist. If 
solidarity is nothing but a mere cord binding us together it may quite 
possibly happen that it will be used to exalt some people and to pull 
others down, and the ntimber brought low may even exceed the 
number raised up. We need not be surprised if occasionally we find 
that instead of increasing the power of good we have ^tezuled the 
opportunity for evil. But we must speed the coming of tlu:se new 
powers in the hqpc that in the aid good will triumph over evil. SoU* 
darity by itself cannot furnish a rule of moral conduct to such as have 
none already; but, granting the existence of a moral princq^le, it 

^ And-kisiing leagues, inspired not by any puritan motives, but arising wc^y out 
of fear of bacilli, were formed in the United States. One must not surprised 
a league against hand-shaking is established next; although this vmidd be rather a 
imrious result of a doctrine of solidarity diat is always represented by the derice of 
two hands dasped in one another! 

In Paul Bureau*s book La Crist morale des Temps nouoeam there is a kngthy, lively 
criticism dTsolidarism fiom the moral standpoint. ^ 

* This is how we ^d it appraoed m Le Mammmei sockS^doi **Tbe develo(mient of 
toUdarism is one of the most disquietii^; features of the present rime. It aiferds it 
moof as wdl as bring a cause of a considerable slackofung oi energy.*’ (Issue fer 
JMy m a rerifw of Bougfe’s book on ioBlyrisim) 
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matters not whet^ter it be egoism or altruism, solidarity supplies v» 
'widi a leverage of inooo^iarable s^ngth. 

In short, it teaches us tluee important lessons: 

1. It diows us that all the good which has happened to others has 
added to our own well-bdmg, and that all the evil that has befallen 
them has done us harm, and that consequently we ought to encourage 
the one and discourage the other, so that a policy indifferent 
abstention is no longer possible for any of us. 

The mode of action prescribed may be frankly utilitarian, but there 
is an element of triumph in getting the egoist to forget himself and 
to remonber others, even though it be but for a time. A heart that 
beats for others, though the reason perhaps be selfish, is a somewhat 
nobler heart. It is doubtfiil whether we can ever get pure altruism 
without scone admixture of self-intetest. The Gospel only asks that we 
should love our neighbour as ourselves. Solidarity makes a similar 
denumd, neither more nor less, but imdertakes to prove that the 
mghbour is really myself. 

2. It shows us how the results of our actions return upon ourselves 
with their harvest of suffering or joy a thousand times increased. 
This gives it its character for solemnity and majesty which has made 
it such an exceedingly favourable instrument for moral education. To 
our care is entrusted the welfare of souls, and just as we are led to see 
that we never really had a ri^t to say that this or that matter was no 
concern of ours, so we also find ourselves relieved of that other equally 
heinous maxim, namely, that certain matters concern ourselves alone. 
Far from weakenii^ the sense of responsibility, as some writers main* 
taih, it is obvious that it increases it indefinitely. 

3. It is true that in a cemtrary fashion it renders us more indulgent 
of the faults of others, by diowii^ how often we have been unconscious 
accomplices in their crime. Morally this is a gain, for it helps us to be 
more indulgent towards others, but more severe upon ourselves. 

From the 8 tanc 4 >oint of sociolc^cal evolution we are confironted 
with the diwdutkm of many of the older forms of solidarity and with 
tte emeigence of new ones. What really takes place is an extension of 
die cirdc of solidarity through the family, the dty, and Ac nation 
it reaches humanity-*-such expansion being accompanied by a 
doiddy fintunate result. t[)n die one hand corpmate egoism beccmies 
so ennoblod and extended that it includes Ae whole dT humanity, 
wiA the result that Ae strife b^ween ^t^onistic interests becomes 
less acttle. The old argument fhnn independrace had already grown 
jdimtm tbestruggg^le with Avisiondflab^. Degree of independence 
is ni^ the sole ThetavagebeneaA his ancestral 
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tree is indepeiulent» and so perhaps is Ibsen’s hero in revolt against 
sodety. The king on his throne, on the oAer hand, who never speaks 
except in the plural number, is always conscious of his dependence; 
But the savage because of his independence is powerless, whereas the 
king because of his dependence is very powerful. Solidarity, whether 
it be like the rope that binds the Alpine climber to his guide which may 
lead them both to the abyss, or like the patriotism that rivets the 
soldier’s gaze upon hb country’s flag, cannot detract from individu-^ 
ality. If it be true, as was said just now, that the crystal b the earliest 
effort of the individual to render itself independent of its environmcSit, 
we must never forget that it b also the earliest realization o( true 
solidarity in the form of association. 

As to the argument of the econombts that mere exchange b the 
only form of solidarity that b at all compatible with the demands of 
justice, all the schoob whose fortunes we have followed in the course 
of thb volume have declared against thb view, not excepting even the 
Mathematical school, the latest offspring of the Classical tradition. 
Esau’s bargain with Jacob, the contracts between the Congo Comp2uiy 
and the blacks, or between the mtreprmmr and the home-worker, are 
irreproachable from a Hedonbtic standpoint (see p. 509). But no one 
would consider such primitive exchanges, which, as Proudhon elo- 
quently remarks, savour of retaliation — ^an eye for an eye and a tooth 
for a tooth — as evidence of the exbtence of solidarity. 

Even if we conceived of exchange as a balance the two sides of 
which are in equilibrium, it b impossible to escape the conclusion that 
the contracting parties fare rather differently when they do not start 
on a footing of complete equality. There b always a Brennus ready to 
durow hb sword into the scales. 

It b only natural that we should ask ourselves what b to be dime 
under such circumstances. Must we be content simply to resign our^ 
sdves to our fate? Thb seems ine^dtable if it be true, as the econombts 
seem to suggest, that human relations depend entirely upon exchange 
and its derivatives — selling, lending, wage-earning, etc. But it b quite 
otherwise when these human relations are regarded as the outcome 
of association, whether professional, mutualbt, or co-operative.^ 

t Astodi^oii, even vviien the in view u purely mercenary, has a moral value 

mspeatm to eadumge; 

(1) Inasmuch as it diwayi implies, in addition to money payment, a certain sacrifice 
ot ihne and trohide, perhaps even d mdepaukece. It bvdlves aomedmsg aoioee 
tium the oWgation So Mtend meetings and to cof^orm to rtika 

(a) It something more than a mere act of exchange viiidi is oon^kted 

sn an instant and at tme stroke. It themdefrtiteeb&hcmktifm of 

conooned.* « ' ^ I 
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Id this spixit the worker subscribes to his union with a view to 
increasing its strength. Undoubtedly he reckons upon getting a higher 
wage, but there is no necessary rdation between his membership erf 
the union and the eventual rise in wages which he expects. The 
mutualist supports his society in the hope that he may add to the 
general feeling of security. Undoubtedly in his case again he reckons 
upon the society paying his doctor should he fall ill, but scores of 
manbers pass through life without making any demand upon their 
society at all, contributing much more than they withdraw. In this 
ws(y the good lives pay fat the bad ones. The member of the ccy- 
operative society, in a similar fashion, is more concerned about a 
fuller satisfaction of his need than he is about the amount of profit 
that he can get out of it. In short, whereas under a competitive 
system eadi one tries to get rid of his neighbour, under a regime of 
association every one would try to make some use of him. The object 
of ^lidarity is to substitute *each for all’ as a principle of action 
instead of ‘each for himself.’^ Every step taken in this direction, 
whether we wish it or no, implies a movement away from the regime 
irf exchange in the direction of solidarity. 


CHAPTER IV: THE THEORY OF RENT AND ITS 
APPLICATIONS 


The revival of interest in Classical thecMies, of which mention was 
made in the last chapter, cannot be passed ova: without a special 
ivfarence to the theory of rent. The theory of rent has always held a 
imuninent place in economic science, especisfty durii^ the emrlier 
years erf the nineteenth century, and the developments it has under- 
gtme since are si^uficant equally fi*om a theoreti<^ as from a practical 
standpoint. 

Theoretically it has been shown that the concept rent, which for a 

/ ^The sdtdailst regime must be dhtu^puished from the exchange on the 

cue band and from charity on the odier. Exchange implies giving scxnething. with 
a view to 4rf»tainii^ the exact equivalmt. Charity, on the other hand, implsei giving 
whbiMitexpectingaiiy letum; hencelt tnvolvm asa Solidmity also implies a 
sacrifice; every appeal cm behalf of solidarity is baaed upon the conac^nisneas of a 
potaan amount of sacrifice, but a tacr^ce that is not entirely disintereited-*lt it the 
IlsarifieeofRpartofllie individual seif in order m gain an equal share in the 
tw si ng * 4t 
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long time was supposed to be indissolubly bound up widi a par^cular 
economic phenomenon, namely, the revenue of landed proprietors, is 
capable of several applications and extensions, some of which might 
throw considerable light into more than one obscure comer of the 
economic world. Particularly does it seem applicable to a kind of 
revenue which the classics hardly mentioned — that is, the profits of the 
entrepreneur as distinct from the interest of the capitalist. 

Practically also it is very important. Rent is ‘unearned increment* 
par excellence. In other words. It is a revenue for which the receiver 
has ostensibly done nothing. One can well imagine what fi:*uitfiil 
ground for socialistic theories this must be! And, as a matter of fact, 
all systems of land nationalization or of socialization of rent — ^and 
they are by no means few in number — trace descent fi:om the old 
Ricardian theory. 

What we propose to do in this chapter is to examine the doctrine 

of rent in its twofold aspect, inquiring in the first place into what 

developments it has undergone as a scientific theory, and, secondly, 

how it is proposed to apply this theory with a view to reforming 

society. The cluef aim in view is, of course, to glean some knowledge 

of present-day theories, but to do this we shall often find ourselves 

obliged to follow the stream backward towards its source in Mill or 

Ricardo, for in many cases it is the only way of appreciating the 

development of ideas. 

* 

I: THE THEORETICAL EXTENSION OF THE 
CONCEPT RENT 

In a former chapter we were led to investigate the utterly futile 
attempts made both by Carey and Basdat to undermine the Ricardian 
theory of rent. Open to critidsm the theory certainly is, but in their 
anxiety to do away with it altc^ether these critics were led to dmy 
that the land had any value at all. 

But this denial has been refuted in no equivoc2tl fashion by die 
emergence of what was perhaps the most striking phenomenon in nine- 
teenth-century history, namely, the fabulous prices paid for land in 
the neighbourhood of large cities. The last century {nre-cminently 
the century of big towns.* No other qK>ch in history can point- to such 
growth of urban centres. England, America, Germany, and to a 
lesser degm France, have all had a share in this development. One 
result this rapid agglomeration of population in rtstricttd are^ 
has been a wonderful growth of rents, or unearned incren^t* A 
quarter an acre land in the city of Chicago wi^ was bougie 
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in t%o for $20, at a time when the population was only fifty, and which 
in 1836 was sold f<»r $25,000, was valued at $1,250,000 at the time 
of the International Exhibition in 1894. It has been calculated that 
the inorease in ground rents in London between 1870 and 1895 is 
rqMresoited by no less a sum than £y,ooo,ooo, Hyde Park, bought 
by the City df London in 1652 for £17,000, was valued in 1900 at about 
j^,ooo,ooo. M. d’Avenel states that in Paris a piece of land belong- 
ing^to the Hotel Dieu which was valued at 6 fir. 40 c. a square metre in 
1775 was worth 1000 fir. in 1900,^ and M. Lcroy-Beaulieu mentions a 
piece of land in the neighbourhood of the Arc de Triomphe which 
between 1881 and 1904 — ue-, in twenty-three years — had doubled its 
value and was at that time selling at 800 fir. a metre as compared with 
400 fir. formerly.* We have merely quoted a few isolated examples, but 
they may be regarded as typical. 

Carey and Bastiat have not made many converts, evidently. The 
majority of economists have either accepted Ricardo^s theory or, 
haviz^ been induced to examine his position thoroughly, have been 
led to devek^ it, but none of them has denied the reality of the income 
derived firom kmd. Hence the very curious twofold evolution which 
the themy presents. 

On the one hand there has been discovered a whole series of differen- 
tial revenues analc^ous to the rent of land, which, according to the 
expression of a great contemporary economist, ‘‘is not a thing by 
itself, but the leading species of a large genus.”* On the other hand 
(and this second line of development is perhaps mme curious than the 
first), while Ricardo considered that the rent of land was an economic 
anomaly resulting firom special circumstances, such as the unequal 
fertility the land or the law of duninishiz^ returns, modem theorists 
regard it simply as the ziormal result of the regular operation of the 
laws of value. The rent of land and siknilar phenomena seem to fit 
in with tint gena:al theory of prices, and the theory of rent so laboriously 
omstructed by the Classical school foils into the background as being 
amq>aratively useless. Despite its prestige throughout the ziineteenth 
century it is now regsuded by many writers as a mere historical 
curkmty. 

This douUe evolution is the result of simultaneous efforts on the 
pam of a great number of econoamts. It is almo^ impossible to trace 

t ndmfiom Emattdi, LaMmd^ 

dsstt dm ks gnmden vUUs (Oiaid et Bzihe, 1898}, tepnated from Dfsawr 

ndsl* 

it P. VAnd*^tam tt fftir p. 34. 

Pri w cH l Im, prefiKe » tlie &iit e^tioo. 



THEORETICAL EXTEN 3 ION OF RENT 573 

a regular sequence of advances from one to the other, and we diall 
content ourselves with a mere mention of the names of those who 
have contributed most to it, their actual words being quoted whenever 
possible.^ 

(a) In the first place, we have a number of differential revenues 
which are exactly analogous to the rent of land. Equal quantities, or, 
as the English economists prefer to put it, equal doses of capital and 
labour applied to different lands yield different revenues: such was 
the classic statement of the law of rent. Ricardo attributed the 
existence of rent to the presence of particular phenomena appertsun- 
ing only to land, such as diminishing returns, unequal fertility, greater 
or lesser distance from a market. But it has long been realized that 
agriculture is by no means the only domain in which capital and 
labour yield unequal returns. 

All natural sources of wealth-r-mines, salt-works, and fisheries — 
give rise to exactly similar phenomena. Their productivity is not 
identical, their fertility (if the term is permissible) presents the same 
differences and their position relative to a market the same variety 
as in the case of cultivated lands. Consequently every mine, every 
salt-work and fishery that is not on the margin of cultivation yields 
a differential revenue or rent because of its greater productivity or 
more convenient situation. Ricardo had recognized this in the case 
of mines, and Stuart Mill insisted upon its further extension.* 

Further, land is not employed for tilth only; it is also frequently 
used for building purposes. The services which it renders in this con- 
nexion are not less important than the others, and between different 
rites there are as many distinctions as there are between the various 
grades of cultivated lands. Their commercial productivity, if we may 
so put it, is by no means uniform. 

The gi;ound-rcnt of a house in a small village is but a little higher 
than the rent of a similar patch of ground in the open fields, but 
that of a shop in Cheapside will exceed this by the whole amoimt 
at which people estimate the superior facilities of money-making in 
the more crowded place. In this way the value of these sites is 
governed by the ordinary principles of rent.® 

^ Tbm it a good account ri* the evolution of which we have given a brief r^sum^ 
m a work published as frr back as 1868, entitled Vem^ mtm Degmeit- 

gesdachU d$r GrundrmUt by Edward Berens (Leipzig), but e^E>ecially in La ThMe de 
la renU H sm axttnsim by Paul Fr^ouls (Montpellier, 1908), and in the very 

interesting articles of Herr E^umpeter, Das Rsni^tpnsm^ m dbr Vertheilwigsldu% 
which appeared in Schmoller’s Jahrhutk in 1907, pp. 31 and 591. 

* Rici^o^s PriacipUs^ chapter tii, **On the Rent ^Minesv * tjf. Stuart Mill, PimdpkSf 
Book 111, chapter v, para. 

* Stuart Mill, loc,0L 

T 
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But why even confine attention to land and its uses? Degrees of 
productivity and differences of returns are equally evident in the case 
of capital. The machinery in one shop may be better, the organiza- 
tion more efiScient, division of labour more fully developed than in 
another because of the relatively greater abundance of capital, with 
the result that the production in the one case will exceed the produc- 
tion in the other, resulting in a supplementary gain in the case of the 
first shop.^ Similarly, the production of one worker as compared 
with another is frequently unequal. One man without any greater 
effort may get through more work than another, and the earnings of 
that man will exceed those of the other, so that even a workman may 
enjoy a supplementary gain of the nature of a differential rent. And 
not among workmen ordy do aptitudes differ, but also among erUre^ 
preneuTS. Rent of ability plays an important role in determining the 
different degrees of success experienced by different undertakings and 
the imequal revenues which they yield. “The extra gains which any 
producer or dealer obtains through superior talents for business or 
superior business arrangements are very much of a similar kind.” 
That is how Mill* expressed it, content merely to repeat an idea which 
Senior had expressed in his Political Economy as early as the year 1836, 

* This fact was noted by Hermann even as far back as 1832 in his very remarkable 
Staatswifts€hafllieke UnUrsuchungen (Munich, 1832), p. 168: **A phenomenon that is 
exactly analogous to rent becomes manifest whenever a country employs imported 
machinery the multiplication of which is difficult, possibly because the producing 
country discourages such exportation. [Such was the case with English machinery 
at the time Hermann wrote.] . . . Suppose now that the price of the commodity manu- 
factured with the aid of such machinery goes up. If the country under consideration 
can only manufacture with machinery that is more expensive but less efficient because 
of its defective character, the cost of production will still be higher than if the best 
[foreign] machinery were employed. The result is that the proprietors of the latter 
retain such advantages as the rise in price had secured thm.** Mangoldt (in Dii 
Lekn vam UnUrnehmergewuihy Leipzig, 1855) e3q>re88es his view in a somewhat similar 
fashion: **Rent shows itself deaxW and on the largest scale in the case of agricultural 
land, but it is equally evident wherever the difficulty of multiplying capit^ prevails 
or where it can only be replaced by other capital of a more expensive character or a 
less productive yield.^* Ricardo hiznself possibly had the rent of capital in mind when 
he said: **The exdiangeable value of all conunodities, whether they be manufactured 
or the produce of the mines or the produce of land, is always regulated, not by the 
less quantity of labour that will suffice for their production under circumstances 
highly favourable, and exclusivdy enjoyed by ffiose who have peculiar fedlsties of 
fgoduction, but by the grea^ quantity oi labour necessarily bestowed on their 
IHhoductioii by those who have no such fadlities, by those who contrive to |»t>duce 
them under the most unfavourable cinn]mstances---meaning by the most ui^vour- 
ahle cfecumstances the most tmfavourabfe under which ffie quantity o£ produce 
lequked reoderi it necessary to carry on ffie production.** {PrineipUst p. 37.) £n|^h 
writers, however, seldmn sp^ of the rent d capitaL Rent with them always rignifies 
inomnedue, sot to the mtervenritm of man, but to the natural resources of pioductton. 

* Book HI, duqitor V, para. 4. 
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where he applies the term ‘rent* to “idl peculiar advantages of extra* 
ordinary qualities of body and mind.’*^ 

The simple suggestion thrown out by Mill and Senior has long since 
been developed into a full-blown theory by Francis Walker, the 
American economist. The conception of profits as the remuneration 
of the entrepreneur's exceptional skill is examined in his Treatise on 
Political Economy y and is further treated in considerable detail in the 
Qycarterly Journal of Economics for April 1887.* 

We have already commented upon the optimistic tendencies of 
certain American economists. Carey was a case in point; so is Walker. 
In a work entitled The Wages Qyestion^ published in 1876, Walker 
made a successful attack upon that most pessimistic of theories the 
wages fund, and forced economists to recognize that to some extent 
at any rate the wages depended upon’ the productivity of the imder- 
taking. But to show the possibility of wages growing with the increased 
productivity of industry was hardly, enough to satisfy sensitive con- 
sciences. Walker was particularly anxious to foil the socialists by 
showing that profit is not the outcome of exploitation, and it was with 
a view to such demonstration that the doctrine of rent was so greedily 
seized upon. 

By the term ‘profit* Walker understands the special remuneration 
of the entrepreneur^^ omitting any interest which he may draw as the 
possessor of capital. This distinguishes him firom the majority of 
English economists, who, contrary to Continental practice, have always 
persisted in confusing the functions of the entrepreneur and the capitalist. 
Neither is he content to regard his work as confined to simple business 
arrangement and superintendence, which would result in his being 
paid a salary equal to that of a managing director. His work is 


^ “But as it is dearly a surplus, the labour having been previously paid for by 
average wages, and that surplus the spontaneous gift of nature, we have thought it 
most convenient to term it rent.’* (Quoted by Cannan, Production and Distr^utum^ 

P- 198.) 

* In an ardde entitled The Source of Business Profit, 

* Walker 1$ one of the first of the English-speaking economists to make dus disdne- 
don and to employ the term ‘profit’ in a narrow sense, distinguishing it from interest 
on the one hand and wages on the other. He even went so far as to subtract the 
wages of superintofidence and direedtm because this work of supervision could be 
ddegated to others (Wa^ QftesHont 2nd ed., 1891, pp. 230 H seq,), while the ^^>edal 
fimedon performed by the entrepreneur^ namely, the adaptadon supply to demand, 
r^uires special remuneration, which he proposes to call profit. It is a litde odd that 
a writer who sedned comjidetdy isolated should be shown, afier aH, to diare the views 
of other eomiomists. Walker declares that save his own fadier, Amasa Wa^er, he 
knew of no economist who had dbdnguished between capitalist and entr^mem^ 
But J. B,. &iy had already made the same disdtK^don, which had been adopted fay 
almost aU* Ckmdnental eccmoisdsts even at the bcj fa ni n g ofl^ sineteendi ocxiimiy ; 
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Aitogether of a more dignified character, and consists largely in antici- 
pating the fiuctnations of the market and in organizing production* 
to meet them — ^in a word, in adapting supply to demand. The entre- 
preneur is the true leader of economic progress — ^a real ‘‘captain of 
industry.*’^ 

All this implies, says Walker, differences in industrial revenues 
exactly analogous to the differences in agricultural incomes. Some 
industries yield no profit at all beyond remunerating capital and 
labour at the normal rate and leaving enough for the entrepreneur to 
prevent his abandoning the. undertaking altogether. Other industries 
yield a little more, and by imperceptible gradations we pass from 
such mediocre undertakings to more prosperous ones, and finally 
reach those that yield immense profits. The question then arises as 
to whether such abnormal profits in any way represent wages that 
have been withheld from the workers. This is not at all likely, because 
w£^es are oflen highest where profits are greatest. Cateris paribus^ the 
probability is that the greater profit in the one industry as compared 
with another implies the greater capacity of the entrepreneur in the one 
case than in the other. The superior income is a pine surplus like 
die rent of land. “Under free and full competition,” says Walker, 

the successful employers of labour would earn a remuneration which 
would be exactly measured, in the case of each man, by the amount 
of wealth which he could produce, with a given application of 
labour and capital, over and above what would be produced by 
employers of the lowest industrial, or no-profits, grade, making use 
of the same amounts of labour and capital, just as rent measures 
the surplus of the produce of the better lands over and above what 
would be produced by the same application of labour and capital 
to the least productive lands which contribute to the supply of the 
market, lands which themselves bear no rent.* 

WaUc^’s theory contains a good deal of truth, although it is not, 
perhaps, quite as new as he thought it was. The opinions of Mill and 
Senior have already been referred to, and more than one Continental 
economist, fi*om J. B. Say to Mangoldt, and including Hermann,* 
have propounded similar views. Nor has the doctrine ever been com- 
pletely triumphant in economic circles. Most contemporary writers, 
no doubt, regard profit as a kind of rent, due partly, but only partly, 

^This u how Walker gtmmianzes hb duties: **To furnish also technical skill, 
eoianieffctal knowledge, and powers of administration; ^ assume reiponsibilides and 
provide against condng^cies; to shape and direct production, and to organiae and 
control die industrial machine.” {The Wages OjusHon, p. 045 .) 

* Walk^, Q$ierterbt Jmmu^rfEsanmks^ 1087, P* 270» 

♦Ifemiann, Unkrsu^tmgm, p. 306; J. B. Say rf, siprOf p. 198. 
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to the personal ability of the entrepreneur,’^ Other economists — ^uch as 
Marshall^* for example — think that they can trace some other elements 
as well, such as insurance against risk and parent for the necessary 
expenses of training the entrepreneur.^ Walras, on the other hand, omits 
these last two items and points out that imder static conditions the 
entrepreneur would neither gain nor lose. The sole source of profit, 
then, are those ‘dynamic’ rents which arc the result, so to speak, 
the perpetual displacements of equilibiium in a progressive society. 
But these dynamic rents are extremely varied in character and bear 
no relation to the personal qualities of the entrepreneur, 

Clark^ and others, although subscribing to Walras’s dictum that 
profits are really composed of rents, think that there may be static as 
well as dynamic rents and that Walras’s hypothesis of a uniform net 
cost for all undertakings is altogether too abstract. Only in the case 
of the marginal producer, whose expenses are highest, is there any- 
thing like equilibrium between costs and price. The other producers, 
even when there is no such thing as a temporary displacement of 
equilibrium, are able to make substantial incomes out of the various* 
species of differential rents already mentioned — ^proximity to market, 
better machinery, greater capital, etc. Marshall speaks of such 
incomes as composite rent.® 

Walker’s theory has evidently not been accepted without consider- 
able rescr\^ations. And we need only remind ourselves of the way in 
which dividends are usually distributed among shareholders to realize 
the inadequacy of his conception of rent and the exaggerated nature 

^ Pantaleoni (Economia purOy Part III, chapter iv) seems to be the only economist 
who accepts Walker’s theory without any reservation. 

* For hb criticism of Walker see the Quarterly Journal of EconomieSy 1887, p. 479, 
and the Principles, 4th edition, p. 705, note. In conformity with Eii^lish tradition, 
Marshall includes within profits any interest upon such capital as the entrepreneur 
possesses. 

* Pantaleoni makes the same distinedon: ** Profits,” says he, ‘*may be the result 

superior ability acquired either by assiduous study or prolonged preparation. In 

that case we are dealing, not with a kind of rent, but with a species of profit which 
may be very remunerative but which is nevertheless amenable to a very different 
law firom that which generally regulates the investment of capital.” {Eeommia pura. 
Part III, chapter iv.) On the other hand, Pantaleoni refuses to recognize the existence 
of an element of insurance against ride as an item in profits, because, as he peunts out, 
if the premium has been carefully reckoned up and compared witia the risk, **it 
ought <m an average to be equal to it at the end of a certain number of years, s6 
that tile net rent would become equal to zero.” {Ibid,) 

* Cf. Distribution of Wealth (1899) rxtd Essentials tf Econottm Theory (1908). 

* Moreover, the entrepreneur may find himself fcaeed to yield a part of this composite 
rent either to the landlord or to the capitalist from whom he has borrowed hk capital 
or to the workers by whose ^perior ability he has ben^Ml. Tbe difficult question 
cf determining what propOTtion ought to be given in this way is discussed by M l Ui hai l 
in his ^rineiplesy Book V, chapter x, para. 4; Book VI, dhipler viii, para. 9. 
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erf* Ws attempted justification. Would anyone suggest, for example^ 
that such dividends arc merely the result of exceptional ability?^ 

This attempted explanation of profit affords, perhaps, the most 
interesting illustration of the extension of the concept rent, although it 
by no means the only one. The. Ricardian theory, worked out to 
it$ logical conclusion, reveals the interesting fact that there are as 
many kinds of rents as there arc different situations in the economic 
world. Whenever it b^omes necessary to unravel the mystery sur- 
rounding individual inequalities of income recourse is had to a 
generalized theory of rent. ‘‘All advantages, in fact, which one 
cxmipetitor has over another, whether natural or acquired,* whether 
personal or the result of social arrangements . . . assimilate the possessor 
erf* the advantage to a receiver of rent.”* Something of the variety of 
a>ncrete life is thus reintroduced into the Classical theory of distribu- 
tion, although all this was at first rigidly excluded by the doctrine of 
equality of interest and uniformity of wages.* The theory of rent is 
an indispensable compldnent of the Classical theory of distribution, 
giving the whole thing a much more realistic aspect. It is, as it were, 
the keystone of the whole structure. 

(b) But the theory has also undergone another species of transforma- 
tion. Ricardo conceived of rent as essentially a differential revenue 
arising out of the differences in the fertility of soils.* Were all lands 
equally fertile there would be no rent. The same remark applies to 
the various species of rent discovered since then. '!^crc is always 
gome inherent difference which explains the emergence of rent, such 
as the greater suitability of a building site, the greater vigour of the 
worker, or the superior intelligence of the entrepreneur. They arc all of 
a type. Entrepreneurs who produce the same article, workmen toiling 
at the same trade, capitals employed in the same kind of undertaking, 
may be" grouped in an order of diminishing productivity, much as 

* Waller answer by saying that the dividend is simply the interest upon the 
capital. But we can hardly bring ourselves to believe this* 

* Tim word ‘acquired’ is not quite in conformity with the pure theory of rent, 
pxt if these advantages are acquir^ the remuz^ration thus received shoidd be con* 
tiered merely as interest upon capital q^ent. 

* Stuart Mill, Pmdpler, BexA 111, chiq>ter v, para. 4 . 

* “Wages and profo represent the univeiW elements in production, while rent 
muy be tak en to represent the differential and peculiar: any difiference in favour of 
certain producers, or in favour of production in certain circumsUmces, being the 
source of a gain, whidi, though not called rent unless paid periodically by one person 
I 0 another^ is governed by laws entirely the same with it.” (Ibid., Book III, chapter v, 

, * “Rmt, it should be remembered, is the difieroice between the produce obtained 
by equal portions of labour and capital employed on land of the same or diSerent 
qualities.** (Ricaqlo, Frbwptu, chq^. ia.) 
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Ricardo grouped the various species of lands. Hie last entrepreneur €£ 
the series, the last worker, or the last item of capital each cams just 
enough to keep them at that kind of employment. All the others 
produce more, and, seeing that they all sell their goods or services at 
the same price, they draw a rent which is greater than the income 
enjoyed by the others by the difference between their productivity 
and that of the last of the series. The whole economic world seems 
to be under the dominion of a kind of law of imequal fertility, not of 
lands merely, but of capital and individual capacity as well — a law 
which is sufficiently general in its application to explain all inequalities 
in the revenues of the different factors of production. 

We cannot help feeling the artificiality of this conception and 
wondering whether the differences in revenues are not capable of 
explanation upon the basis of a simpler and more general principle. 
Is it impossible to take account of them directly and to treat them as 
something other than an exception or an anomaly? One cannot avoid 
asking such questions, and the reply is not far to seek. 

Doubts arise as soon as we realize that land may yield rent apart 
from any inequality in its fertility. “If the whole land of a country 
were required for cultivation, all of it might yield a rent,” says Stuart 
Mill.^ Apparently all that is needed is an intense demand and a 
supply that is never equal to that demand, so that the price is perma* 
nently above the cost of production.^ In such a case even the worst 
land — assuming that all is not of equal fertility — ^would yield a rent. 
Mill was of opinion that this rarely happened in the case of land, but 
was by no means uncommon in the case of mines.* Obviously, then, 
rent is not merely the outcome of unequal fertility, and the cause must 
be sought elsewhere. Stuart Mill had obviously foreseen this when he 

^ FrincipkSf Book II, chaptar xvi, para. a. 

* Ricardo had already made use of the followmg argument: '‘Suppose that the 
demand is for a million of quartm of com, and that they are the produce of the land 
actually in cultivation. Now, suppose the fertili^ of all the land to be so diminighed 
that the very same lands will yidd only 900,000 quarters. The demand being for a 
million of quarters, the price of com would rise, and recourse must necessarily be 
had to land of an inferior quality sooner than if the superior land hM continued* to 
produce a million of quarters.” {Principles^ chapter xxxii, p. 246.) Towards the end 
of his life Ricardo seems to have been more fovourably inclined to a concqition of 
rent somewhat closer akin to J. B. Say’s. Cknnpare the curious quotadons given in 
Fr^zouls, cit,, p« 21. 

* "A emunodity may no doubt, 'in some condngencies, yield a^rent even under^ 
the most disadvantageous circumstances of its production; but only when it is, for 
the time, in the condidon of those commodides which are abmlutely limited in supply, 
and is therefore selling at a scarcity value — ^which never is, n<u hi» been; nor can W 
a permanent condidon of any of the g^eat rent*yielding commodides.” {Princi^esy 
B^ lU, chapter v, para 4.) For the posidon with regard to mines s^ die same 
chapter, para. 3. 
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Eaid tliat thing which is limited in quantity is still a monopolized 
article.”^ 

But if such be the acplanation of rent on land which is the last to 
be put under cultivation, what is the explanation in the case of better 
lands? We are not sure that Stuart Mill foresaw this problem. 

This is how he explains the emergence of rent on land No. i. Pro- 
duction having become insufEcient to meet demand, prices go up; 
but it is only when they have reached a certain level — a, level, that is 
to say, sufficiently high to secure a normal return on the capital and 
labour employed — that these lands will be brought under cultivation.* 

The cause of rent in this case is obviously the growth of demand 
and not the cultivation of land No. 2, because the cultivation only took 
place when the prices had risen.* Moreover, the effect of this cultiva- 
tion will be rather to check than “to encour^e the growth of rent by 
arresting this upward trend of prices through increasing the quantity 
of com on the market. The rent of land No. i is consequently a 
scarcity rent which results directly from an increased demand and is 
independent of the quality of the land. The real cause of rent on all 
lands, whether good or bad, is really the same, namely, the insufficiency 
of supply to meet demand. 

A similar process of reasoning might be applied to the other differen- 
tial rents already mentioned, and the conclusion arrived at is that rent, 
whatever form it takes, is not an anomaly, but a perfectly normal 
consequence of the general laws of value. Whenever any commodity, 
from whatever cause, acquires scarcity value and its price exceeds its 
cost of production, there results a rent for the seller of that product. 

^ In tbit case Stuart Mill seems to compare rent to a monopoly revenue: **A thing 
which is Umited in quantity, even though its possessors do not act in concert, is still 
a monopolized article.” {Principles, Book II, chapter xvi, para. 2.f The expression, 
though adopted by several other writers, b not quite accurate. In the case of a 
mocK^ly the owners fix the quantity w^ch they will produce beforehand with a 
view to getdi^ a maximum of profit. But thb cannot apply to landowners. At any 
rate, if there b any mono|X)ly it must be an incomplete one. 

* Ibid,, Book III, chapter v, para. 1. 

* Such was the argument employed by J. B. Say in the course of a controversy with 
Ricardo. *^It b perfectly obvi^ that if the needs of society rabe the price of corn 
to such a level as to permit of the cultivation of inferior lands which yield nothing 
beyond wages for the workmen and profits on capital, then that demand on the 
part sodety, coupled widi the price which it can afford to pay for die com, allows 
of a profit ,on the most fertile or best situated lands.” {Train, 6th edition, p. 410.) 
Ckmdnuing, he remaiks; ”l>avid Ricardo in the same chapter clearly shows that the 
profit finom land b not the cause but theeffix:t of die demand for com, and the reasons 
whtdi he adduces in support of thb view may be turned against him to prove that 
other items in cost of production, notably the wages of labc^, are not the cause but 
die efifeci of the current price of goods.” Ricai^ hbmelf seemed on the pmnt of 
being emiverted to Ihb dew. See p. 579, suffra^ 
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Such is the general formula, and therein we have a law that is quite 
independent <:£ the law of diminishing returns and of the uneqiud 
fertility of land.^ 

But the issue was not decided at a single stroke. English political 
economy was so thoroughly impregnated with Ricardian ideas that it 
long adhered to the conception of a differential rent. Continental 
economists, on the other hand, have always regarded it as a more or 
less natural result of the laws of demand and supply. J. B. Say had 
long since made the suggestion that the existence of rent is due to the 
needs of society and the prices which it can afford to pay for its com.* 
A German economist of the name of Hermann, a professor at Munich, 
in his original and suggestive work, Staaiswirtschaftlichs Untersuchungen^ 
published in 1832, claims that the rent of land is simply a species of 
the income of fixed capital. Whereas circulating capital, because <rf 
its superior mobility, has almost always a uniform rate of interest, 
fixed capital, which has not that mobility and which cannot be in- 
creased with the same facility, has a revenue which is generally greater 
than that of circulating capital. This surplus revenue or rent, instead 
of being a mere transitory phenomenon, might easily become perma- 
nent provided the new fixed capital which enters into competition 
with it has a lesser degree of productivity. Such precisely is the case 
with land.* A little later another German, of the name of Mangoldt, 
defined rent as a scarcity price which does not benefit all the factors 
of production equally, but only those which cannot be readily increased 
in amount. And rent appears in the guise of a differential revenue 
simply because scarcity is always relative and is frequently kept in 
check by substitutes which generally give a smaller margin of profit.* 
Sch^ffle, in a work partly devoted to the subject of rent,® published in 

^ The theory of economic eqiiilibrium enables us to give a still better demonstrati<Hi 
of the general nature of thb ^eory of rent. On this point we may refer to Pareto’s 
Cams Sensi’s La Teoria della Remlita (Rome, 1912). 

* €/• p. 580, note 3. 

* Hermann, SUuUswirtschqftliche Untersuchtmgen^ Part V: Vom Gewim. Even in the 
preface he declares that the doctrine of the rent of land must be regarded as a particu- 
lar instance in the exposition of the law governing the returns fiom fixed capital in 
general. 

* Mangoldt, Dk Uhre vm Untemehmergewim (Leipzig, 1B55), pp. 109 et seq, 

* Die natianaidkmmische Theorie der ausschUessmden AbsatzverhdUmsse (Tfibingen) — a 
work In which he attempts a justification of rents in general and of tte rent of land 
in partieulkr. Rent he r^ards as the reward offered to anyeme who knows how to 
utilize either his personal capacity or his capital or land in a way diat is particularly 
advanti^ieous to society. It supplies an aJIurement that acts as the source of aE 
progress and of all econoimc activity, a sort of natural tight of ownerdiip whidik' 
society spontaneously confers upon those indtviduab who kn^ how to save society^: 
and v^di competition causes to disappear at the opportune moment. The rent m 
land can be jusdfie^ on t^ ground wherever l^^islatkm has not nu^e anidHisecd'lt 
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1867, itmm on the idea that the soil furnishes rent not because it is a 
ffSi of natiurc, but simply because of its immobility and the impossi- 
bility either of removing it or of increasing its quantity. Finally, Karl 
Monger, in his Grundsdtze der Volkswirtschqflslehre^ published in 1872, 
in outlining the foundations of the modern doctrine of value, assimi- 
lated the theory of rent to the general theory of prices by categorically 
declaring that "‘the products of land as far as the nature of their value 
is concern^ afford no exception to the general rule, which applies 
to the value of the services of a machine or a tool, of a house or a 
fectory, or any other economic good.”^ 

The only difference, apparently, which prei^nt economists recognize 
between rents conceived of in this fashion is their greater or lesser 
duration. The rent furnished by a first-class machine will disappear 
very readily because new machines can be turned out to comp)ete with 
it. But when the rent is due to superior natural qualities, whether of 
land or o£ men, the element of rent will not be so easily got rid of. 
To borrow a phrase of Pareto’s, we may say that the rent will be of a 
more or less permanent character, according to the ease with which 
savings can be transformed into capital of a more or less durable kind.* 
Dr Marshall sums up his subtle analysis of the problem under considera- 
tion as follows: “In passing from the free gifts of nature through the 
more permanent improvements in the soil, to less permanent improve- 
m^ts, to farm and factory buildings, to steam-engines, etc., and 
finally to the less durable and less slowly made implements we find a 
€<mtinuous series [of rents].”* 


Thli new claim on behalf of rent is very interesting, and those who regard rent as 
exdnsively unearned increment may ponder over this new characteristic of unearned 
incomes. 

ip. 148. 

* *‘The sum paid for the use of land dtfiers in no material respect from the sum 
paid for the use of other kinds of capital — a machiiu^, for example. Although the land 
or die madiine has to be returned to its rightful owner in the same condition as it 
was received, one ou^t to pay something just because such capitals are economically 
scarce; in odier words, the amount existing at any one time or place b not greater 
than the demand. What differentiates la^ fr^ machinery is that savings m^ht 
easSy be employed in turning out new madhinery, but cannot very well increase the 
quantity of land in existence, or at any rate ouinot transform existing soils In a manner 
that is prc^table.’* (Pareto, Qmrs d*£eommie poliHqmy Vol. II, para. 750.) Mardiall 
undies use of analogous terms; ^If the supply of any foctor cd* production b limifod, 
and incapable oi much Increase by man*s c^ort in any given period cd'time, then the 
memne to be derived from it b to be regarded as of the nature of rent rather than 
proto in inquiries as to the action of economic causes during that period; althous^ 
for Itmgar padods it may rightly be regarded as profits whidi are required to eover 
part cf the expenses of pr^uedon a^ which therefore directly enter into those 
e xpeof e s. ** m ed.. Back VI, chapter tti, para. 1.) 

VI, chiqiter iii, para. 7 * • 
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The scries, wc might add, may be extended to a point at which rent 
becomes negative, i.e.^ until the conditions of demand and supply 
become such that the factor of production which previously yielded a 
supplementary revenue no longer gives even the normal rate of 
remuneration. Thttnen had suggested the possibility of a negative 
rent, and the idea has been further developed by Pareto. 

These writers seem to regard rent simply as a result of the ordinary 
operation of the laws of supply and demand* The concept rent has 
been generalized so that it can no longer be regarded as a curiosity 
or an anomaly. The law of diminishing returns loses much of its 
economic importance, and even the Ricardian theory which is based 
upon it seems imperilled. After the numerous polemics to which it 
has given rise this theory, along with the Claissical theory of value^^ 
has been practically relegated to the class of doctrines in which the 
historian is still interested but which are apparently of little practical 
value.^ 


II: UNEARNED INCREMENT AND THE PROPOSAL TO 
CONFISCATE RENT BY MEANS OF TAXATION 

It does not appear that Ricardo fiUly realized the damaging conse- 
quences which would ensue if the doctrine of rent ever happened to 
be made the basb of an attack upon the institution of private property. 
He was quite satisfied with the inference which he had drawn from it 
in support of the free importation of com, and did not feel called upon 
to defend the rent of land any more than the interest of capital, both 
of which seemed inseparable from a conception of private property. 

^ I^d space permit, this would be the place to refer to the brilliant expositiem of the 
doctrine of rent which is to be found in Oark's Distribution of' Wealthy published in 
1899. In that work, upon the strength of which the author enjoys a wcll*>deserved 
reputation, revenues of various kinds are successively treated as rents. Imagine a 
fixed amount of capital applied along with successive doses of labour: each new 
dose of labour vrill produce less than the preceding one, while the production of the 
last dose regulates the remuneration of all the rest. But the product of die preceding 
doses is greater than that of the last, and a surplusValue will be produced which wUI 
represent the product of capital and which will be exactly analogous to rent. Ot 
suppose, on the other hand, that the quantity of labour is fixed and applied along 
with successive doses of capital; the pr^uctivity of the latter will in this case go oh 
decreasing, and since the revenue of each dose will be proportionate to its productivity, 
any surplus left over will be of the nature of rent due to labour. There are oth^ 
ingenious discussions which cannot be referred to in a note of this kind. But in out' 
opinion the theory of economic equilibrium affords a simpler explanation of distribun 
tion, and the kind of optimism to which Clark's theory gives rise seems hardly justi- 
fied. IBs attend to combine the idea of marginal productivity with the law of 
diminishing returns o a further proof of the persistent t^uence exorted by Ricardian 
ideas upon English-Speaking economists. * ' 



584 THEORY OR RENT AND ITS APPLICATIONS 

Other writers proved more exacting. Despite the numerous excep- 
tions met with in actual life, the feeling that all forms of revenue ought 
to be justified by some kind of personal effort on the part of the bene- 
ficiary is fairly deeply rooted in our moral nature. But according to 
the Ricardian theory the rent of land is a kind of income got without 
corresponding toil — a reward without merit, and as such it is unjust. 
Such seems to be the logical conclusion of the Ricardian thesis. 

The conclusion dius established is fiirther confirmed by the natural 
feeling that not Only is rent unjust, Jbut the whole institution of private 
property as well. This feeling is one which all of us share (except those 
fortunate individuals who happen to be landlords, perhaps!), and is, 
of course, much older than any doctrine of rent. Movable property is 
generally the personal creation of man, the result of the toil or the 
product of the savings, if not of die present possessor, at least of a 
former one. But land is a gift of nature, a bountiful creation of Provi- 
dence placed at the disposal of every one without distinction of wealth 
or of station. Proudhon’s celebrated dictum is known to most people: 
“Who made the land? God. Get thee hence, then, proprietor.”^ 
That line of argument is really very old, and Ricardo unwittingly gave 
it new strength. 

The idea of a natural right to the land and of a common interest in 
it is the instinctive possession of every nation. But in England the 
feeling seems more general than elsewhere, because, possibly, of the 
number of large proprietors and of the serious abuses to which the 
system has given rise. It seems rooted in the legal traditions of the 
nations. “No absolute ownership of land,” writes Sir Frederick 
Pollock, “is recognized by our law-books except in the Crown. All 
lands arc supposed to be held, immediately or mediately, of the 
Crown, though no rent or services may be payable, and no grant from 
the Crown on record/’* Even as far back as the seventeenth century, 
locke, in his work On Cioil Government^ had ventured to declare that 
God had given the land as commop property «to the children of men* 

As one approaches the end of the eighteenth century the demands 
i 3 obX all lands unlawfully laken from the public should be again 
restored to it become much more frequent. Sometimes the demand is 
put forward by otherwise obscure writers, but occasionally it finds 
stqiport in distinguished and influential quarters. In 1775 a Newcastle 
schoolmaster of tihe name of Thomas Spence, in the course of a lecture 
given befixre the Philosophical Society of that town, proposed that the 
parities should again seize hold of the land within their own area. 

* Proudhon, qm la Froprittl?, p. 74. ^ 
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Thereupon he was obliged to flee to London^ where he carried on axi 
active propaganda in support of these ideas, achie^dng a certain 
measure of success. In 1781 a distinguished professor of the University 
of Aberdeen of the name of Ogilvie published an anonymous essay on 
the rights of landed proprietorship, wherein confiscation was proposed 
by taxing the whole of the value of the soil which was not due to 
improvements effected by . proprietors. But little notice was taken of 
his suggestions, despite the /act that they had won the approval of 
Reid the philosopher. Tom Paine, in a pamphlet published in 1797, 
gave expression to similar ideas, ^ and the same views were put forward 
in a book published in 1850 by a certain Patrick Edward Dove,* The 
following year Herbert Spencer, in his book Social Statics^ claimed that 
the State in taking back the land would be ‘‘acting in the interests of 
the highest type of civilization*’ and in perfect conformity with the 
moral law. It is true that in a subsequent work he took pains to point 
out that all that can be claimed for the community is the surface of 
the country in its original unsubdued state. “To all that value given 
to it by clearing, making up, prolonged culture, fencing, draining, 
making roads, farm buildings, etc., constituting nearly all its value, the 
community has no claim.”* But despite this reservation the justice of 
the general principle is clearly recognized by him. 

Other communities besides England have put forward a similar 
demand. Not to mention the claims made by socialists like Proudhon 
and the Belgian Baron CSolins, and Christian Socialists like Frangois 
Huet, we find that a similar method of procedure is advocated by 
philosophers like Renouvier, Fouill^c, and Sccnitan. Some ctf them 
even go the length of claiming compensation for the loss which this 
usurpation has involved to the present generation. 

Thus, a conception that’ was already ancient even when the law 
of rent was first formulated proclaimed the inalienable right of man 
to the soil and demanded the re-establishment of that right. We shall 
hear an echo of that ancient belief in all the advocates of land national- 
ization, in Stuart Mill, Wallace, Henry George, and Walras;* and 

* Agrarum Justia oppmd to Agraruut Law and Agrarian Monopoly, * 

* Thi The^ of Human Progression and Natural Probability of a Reign of Jbstke, For 
further mformation concerning Spencer, Ogilvie, Dove, Paine, etc., see £scarra*s 
NatunuUisation duSolet soctaHsme (Paris, 1904). We have drawn upon his book for die 
vievys here put forward, the worb of these writers not being easily accessible. 

* yu^tkif p. 92. 

^ ‘‘The land is the or^;inal heritage of the whole human race,*’ says in hh 
Dis^tations Old Discussions, In the Book It, chapter ii, para. 5, he 

his views thus: **The essendal principle of property being to assure to all penons what 
they have produced by their lab^ and accumulate by thdr abstinenoe, 
princ^ cannot apply to what is not die produce of labour, die saw materW ^ th# 
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this is one of the many links that bind them to those earlier writers. 
Gossen is a solitary exception. 

But a simple pronouncement on the illegality of property does not 
take us very far. Appropriation of public property for private purposes 
is undoubtedly a great injustice, but the transaction is so old that 
retribution would serve little useful purpose, and the authors, were they 
still alive, would be safely ensconced behind their prescriptive rights. 
Moreover, most of the present proprietors, possibly all of them, cannot 
be accused of violent theft. They have acquired their land in a pen- 
fectly regular falchion, giving of their toil or their savings in exchange 
for it. To them it is merely an instrument of production, and their 
possession of it as legally justifiable as the ownership of a machine or 
any other form of capital. To take it away from them without some 
indemnity would not be to repair the old injustice, but to create a 
new one. Hence it is that the doctrine of the right of the community 
to the land had little more than philosophic interest until such time as 
it begot a new theory — ^the theory of rent. 

What the Ricardian theory really proves is the accumulative nature 
of the benefits accruing from the possession of land. This spontaneous, 
automatic character of rent makes it unique : to no other form of 
revenue does it belong. The extension of cultivation, the increase of 
population, the growing demand for commodities, means an indefinite 
prc^;ression in the value of land. The interest, initiative, and intelli- 
gence of the proprietor arc of no account. Everything depends upon 
the development of the social environment. This value which is 
created by the community should also belong to it. Just as the landed 
proprietors in times past filched the land, so they to-day absorb this 
income. But why allow this injustice to continue? 

"Suppose,” says Stuart Mill, 

that there is a kind of income which constantly tends to increase 
without any exertion or sacrifice on the part of the owners, these 
owners constituting a class in the community whom the natural 
course of things progressively enriches consistently with complete 
passiveness on their own part. In such a case it would be no violation 
of the j^rinciples on which private property is founded if the State 
i^uld appropriate this increase of wealth, or part of it, as it arises. 
This would not properly be taking anything from anybody; it would 
merely be applying an accession of wealth created by circumstances 


earth.*’ Wahas, in his TkSarii 4 $ h PrifprUtij in the ]^udi$ d*£commu sociaUf p. 2t8, 
says that the land hy a kind of natural r^t it the property of the State. Henry 
George, in Pragnss md Pover^f Book VII, chapter I, maintains that ^’the equal right 
of all men to the me of the land is as desu* as their equal r^t to breadie the lur*- it 
is a ri^t prodahned the fact of their eadsunce.*’ 
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to the benefit of society, instead of allowing it to become an unearned 
appendage to the riches of a particular class. Now this is actually 
the case with rent.^ 

The argument seems quite decisive. At any rate, Ricardo’s book was 
hardly out of the press before the demand for confiscation was renewed. 

His friend James Mill, writing in 1821, claimed that the State could 
legitimately appropriate to itself not only the present rent of land, but 
also all future increments of the same, with a view to compensating 
for public expenditure.® The Saint-Simonians, a little later, expressed 
a similar view.® But it was James Mill’s son, John Stuart Mill, who 
showed the warmest attachment to this idea. The Principks contains 
a general outline of his reform plan, which took a still more definite 
shape in the programme of the Land Tenure Reform Association, 
founded in 1870, and in the discussions and explanations which 
accompanied it.® 

The following are the essential points: (i) The State will only appro- 
priate for its own use the future rents of land; that is, the rents paid 
after the proposed reform has been accomplished. (2) A practical 
beginning will be made by valuing the whole of the land, and a 
periodical revaluation will be made with a view to determining the 
increase in its value, and whether such increase is or is not the result 
of communal activity. A general tax would transfer this benefit to 
the State.® (3) Should any proprietor consider himself unfairly treated 
the State would give him the option of paying the new tax or of buy- 
ing back the property at the price obtainable for it had he determined 
to sell just when the reform was being brought in. 

Mill was opposed to immediate nationalization. Not that he 
thought it unjust; on the contrary^ he was fully convinced of its equity. 
But our experience of State administration and of the work of municipal 
bodies did not seem to him to warrant any great faith in the utility of 
any such measure. He was afraid that “many years would elapse 
before the revenue realized for the State would be sufficient to pay 

^ Priac^t Book V, chapter ii, para. 5. 

® **Ty8 continual increase arising from the drcumstances of the community and 
from nothing in which the landholders themselves have any peculiar share, does 
seem a fund no less peculiarly fitted for appropriation to the purposes of the State 
than the whole of the rent in a country where land has never be^ appropriated.*^ 
{Elements ef PolUked Ecomm^, chapter iv, para. 5.) 

® Cy. suprof chapter on Saint-Simon. 

® PrumpUst Book V, chapter ii, para. 5. Cf. also chapter Hi, paras. 2 and 6. For 
the programme of the League see Dissertatums and Discussions, Vcd. IV. 

® Mili'thought It impossible to distinguish in individual cases b^ween the surfdoi 
value which is due to g^eral circumstances and the surplus that results hrom the 
expenditure undmaken by the proprietor. Hence his coitdusion dutt a general tan 
was the most equitable mediod of procedure with a view to effecting con^icadon. 
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the indemnity which would be justly claimed by the dispossessed 
proprietors.”^ 

Nor did he attempt to disguise the fact that the financial results 
would in his opinion be somewhat insignificant and the scope of the 
r^orm naturally somewhat limited. A few years, only were to elapse 
before another writer proposed a much more radical measure which 
was to effect a veritable social revolution. It was a project to abolish 
poverty and to secure distributive justice that Henry George now 
launched on the strength of his, belief in the doctrine of rent. 

Henry George (1839-97) was not a professional economist. He 
was a self>made) self-taught man who followed a variety of occupations 
before he finally blossomed forth as a publicist. At the age of sixteen 
he went to sea, and led a roving life until 1861, when he ^ttled down 
at San Francisco as a compositor, finally becoming editor of a daily 
paper in that city. He witnessed the rapid expansion of San Francisco 
and the development of the surrounding districts as the result of the 
great influx of gold-diggers. He also saw something of the agricultural 
exploitation of the western States. The enormous increase in the value 
of land and the fever of speculation which resulted from this naturally 
left a lasting impression upon Jiim. Progress and Poverty (1879), the 
book which established his fame, is wholly inspired by these ideas.* 

The book aroused the greatest enthusiasm. It has all the liveliness 
irf* journalism and the eloquence of oratory, but has neither the precision 
nor the finality of a work of science. Its economic heresies, though 
obvious enough, detracted nothing from its powerful appeal, and the 
wonderful setting in which the whole problem of poverty was placed 
has not been without its effect even upon economists;* nor is the 
powerful Station to which the l^k gave rise by any means ex- 
tinct. 

It seemed to Henry George that landed proprietors, in virtue of 
the monopoly which they possess, absorb not merely a part but almc^t 
the whole of the benefits which accrue from the increase of population 
and the perfection of machinery. The progress of civilisation seems 
ht^less to narrow the breach separating the -rich from the poor. 
While rents go up interest goes down and wages fall to a minimum. 

^ DisurUsdens and Diseussiam^ Vol. IV, p. 256. 

* Ptegress and Poverfy was not his first eflbn, however. In 1871 Ota Land and Land 
P ^0 had appeared, and in 1874 ^ QpesUan, Later still he published PrateeHan 
m Pm Trade {1886}, m which he puts forward a itroi^ case for Free Trade, and in 
i8$i An Letter ta Pope Leo XJII on the condition of the workers. 

* Cilark In Ids Distribution of Wedtk states that the method by which he tries to 

di^essiihie the exact productivity <d^eadi of production is one that be borrowed 

fions Iknry Oeorge. 
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Every country presents the same phenomena^ — extreme poverty at 
one end of the scale accompanied by extravagant luxury at the other. 

Is this unhappy result a kind of hybrid begotten of the Malthusian 
law and the law of diminishing returns? Must we, after all, agree 
with Malthus, Ricardo, and Mill when they say that the cause is to 
be sought in the increase of population outzimning the means of 
subsistence? Henry George thinks not, for experience everywhere 
seems to show that the rich are growing in numbers much more rapidly 
than the growth of population warrants, and that organization is 
really performing wonderful feats under very difficult conditions.^ 

Is it caused by the exploitation of labour by capital, as the socialists 
seem to think? George apparently thinks not, for the two factors, 
capital and labour, seem to him so intimately connected that both of 
them are easily exploited by the landowners. Every man, he thinks, 
could devote his energies either to the production of capital or to 
supplying labour — capital and labour being merely different mani- 
festations of the same force, human effort. The benefits resulting from 
the formation of capital on the one hand and from the exercise of 
labour on the other tend to be equal, and any inequality is imme- 
diately. counteracted by a larger production of one or other of these 
two factors, with the result that equilibrium is soon re-established. 
The rate of interest and the rate of wages can never vary inversely.* 

But if we can neither accuse over-population nor lay the blame at 
the door of exploitation, how arc we to account for the fact that the 
labourer is still so miserably paid? It is entirely, he thinks, the result 
of rent. Hitherto exceedingly severe in his handling of some Ricardian 
theories, Geoige has no hesitation in pushing the doctrine of rent to 
its extreme limits. 

He points out that owing to the existence of competition between 
capital and labour the rates of interest and wages are determined by 

^ “Twenty men working together will, where nature b niggardly, produce more 
than twenty times the wesdth that one man can produce where nature is most bounti- 
ful.'* also the whole Book II, which is a disproof of the Malthusian theory. 

* “ Labour and capital are but different forms d the same thing — human ocottoiiu 
Capital is produced by labour; it is, in fact, but labour impressed matter. . « • 

The use of capital in production is, therefore, but a mode of labour Hoice the 

princijde that, under cimunstances which permit free competition, operates to briag 
wages to a common standard and profits to a substantial equality— *the prindpk tiiat 
men will seek to gratify their desires with the least exertionr-operates to establish tmd 
this equilibrium between wages and interest. . . . And tins relation fixedi 
it is evident th^ interest and wages must rise and fall together, and that Interest 
omnot be iaerttaed without increasing wages, nor wages be lowei^ without depr e s- 
sing interest.** {ffognss and Povertj^t l^ook III, chapter v.) It is hardly necessary tq , 
point how very much dmpli^ this doctrine conceniing the relation h^wedl 
wages and interest really is. 
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the yield of that capital and labour when applied to land on the 
margin of cultivation — ^that is, to land tiiat yields no surplus or rent. 
And in virtue of the natural monopoly which landowners possess they 
can exact for the use of other lands any amount they like beyond this 
minimum. The result is that rent goes on gradually increasing as the 
limits of cultivation extend. As population grows and needs become 
more extensive and varied, as technical processes become more perfect 
and labour becomes less and less necessary, new lands are brought 
under cultivation, such lands being generally of an inferior character. 
The result is that the lands which were previously cultivated will 
always yield a rent to the proprietor. Thus the progress of civilization, 
whatever form it take, always tends to the same result — a higher rent 
for the benefit of the landed proprietor.^ 

Here is a little village; in ten years it will be a great city — in ten 
years the railroad will have taken the place of the stage-coach, the 
electric light of the candle; it will abound with all the machinery 
and improvements that so enormously multiply the effective power 
of labour. Will, in ten years, interest be any higher? 

He will tell you *‘No!” “Will the wages of common labour be any 
higher?** He will tell you “No!** “What, then, will be higher?** 

Rent: the value of land. Go, get yourself a piece of ground, and 
hold possession. . . . You may sit down and smoke your pipe; you 
r^sum^ of this theory of distribution, whose very simplicity must make it 
suspect, may be found in Book V, chapter ii: In every direction, the direct tendency 
of advancing civilization is to increase the power of human labour to satisfy human 
desires — ^to extirpate poverty and to banish want and the fear of want. . . . But 
labour cannot reap die benefits which advancing civilization thus brings, because 
they are intercepted. Land being necessary to labour, and being reduced to private 
ownership, every inoxase in the productive power €i labour but increases rent — the 
price that labour must pay for the opportunity to utilize its power; and thus all the 
advantages gained by the march of progress go to the ownen of land, and wages do 
not increase.** George, however, does not claim that real wages have fallen because 
tedmical improvements enable production to be carried on where it was formerly 
Im^xwsible. At most this will ody enable capital and labour to preserve their old 
scale of remuneration; it will not give them any share in the progress that has been 
made, so that, relatively ^leaking, it is true to say that wages and interest have both 
fidlen in comparison with rent. **Whoi I say that wages fall as rent rises, I do not 
mean that the quantity of wealth obtained by labourers as wages is necessarily less, 
but that the proportion which it bears to the whole produce is necessarily less. The 
imoporticm may diminish while the quantity remains the same, or even increases.** 
(Book VI, chapter vi. <^. also Book IV, chapter lit.} Getnrge, like Ricardo and a good 
masiy socialists, conhises two different problems, namely, the price of productive 
senricei and the proportional distribution cf the p^uct between the diffe^t agents 
of produetkm (B^ V), He however, that sdendfic discovery, by pushing the 

masgui of cultivation back to that point whm the law of diminishing returns is more 
dum counterbalanced by increased productive ^ficiency, may even sometimes reduce 
the worker*! real wager» and so impair his position not only relativity, but also abso- 
huely. (Bote IV, d»pter iv.) 
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may lie around like the lazz<vroni of Naples or the lepers of Mexico; 
you may go up in a balloon or down a hole in the ground; and 
without doing one stroke of work, without adding one iota to the 
wealth of the community, in ten years you will be rich! In the new 
city you may have a luxurious mansion; but among its public 
buildings will be an almshouse.^ 

Accordingly Henry George regards rent not so much as a species 
of revenue which, as Stuart Mill saw, is particularly easy to absorb 
by means of taxation, but as the very source of all evil. Once get rid 
of rent, poverty will be banished, inequality of wealth wll be removed, 
and economic crises — ^which George thought were the result of specula- 
tion in land — will no longer disturb the serenity of coixunercial life. 
But it is hardly enough to aim at the future increments of rent, for the 
damning consequences of privilege would still remain if landowners 
were allowed to retain even their present rents. The whole abomina- 
tion must be taxed out of existence. ^ Such a tax would yield sufficient 
to defray all State expenditure, and other forms of taxation could then 
be dispensed with. In the single tax advocated by Henry George we 
have a curious revival of the Physiocrats’ imp6t unique. 

George’s system is open to serious criticism both from the economic 
and from the ethical standpoint. From the economic point of view 
it is obvious that the right of private property does confer upon the 
proprietor the right to such benefit as may accrue from a possible 
surplus value, but it is not at all clear — nor has George succeeded in 
proving it — that such a right absorbs the whole benefit which accrues 
from social pjrogress. Besides, it seems rather childi^ to think that 
rent is the sole cause of poverty and that its confi^tion would result 
in the removal of the evils of poverty. 

From the point of view of equity it seems clear ,that CJeorge in 
removing one injustice is at the same time creating another. To rob 
the present proprietors of the rents which they draw is simply to de- 
prive them of advantages which many of them have acquired either 
by means of labour or economy. Land is no longer acquired merely 
by occupation: the usual way of getting hold of it to-day is to buy it. 
^d if we consider that such a transaction is just, we are bound to 
recognize the legitimacy of rent just as much as the interest of capital. 
Confiscation might be justified in the case of those who first unlawfully 
occupied the land. But how many of them are left now? 

Further, if we are going to relieve the landowner of the rent which 
tesults from the progress of civilization, we ought to indemnify him Sot 

^ Pregms and Book V, chapter ii. ) 

* That portton their revenue which represented the capital sunk, in ihe land 
would fdU be the pn^rty the landownen. 
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any* ‘ decrement • which may have resulted through no error of hb. 
Stuart Mill anticipated this objection^ and gave the dissatisfied pro- 
prietor the option of selling his land at a price equal to its market 
value at the time when the reform was inaugurated.* Henry George 
apparently never faced this aspect of the question. He thought that 

* decrement* wotild be very exceptional indeed, and that the persistence 
of increment values is as thoroughly established as any law in the 
physical world ever was. 

Mill’s system, though much more moderate than George’s, is by 
no means beyond reproach. The common element in both systems — 
i.e., the emphasis laid upon unearned increments — ^has been criticized 
by both socialists and economists. 

The socialists point out that if the object is to get rid of unearned 
incomes the interest of capital as well as the rent of land ought to be 
confiscated. While agreeing with the object, they claim that they are 
more logical in demanding the extinction of both kinds. But this 
criticism is not quite a complete answer to Mill and his supporters, 
for the latter regarded interest as the legitimate remuneration, if not 
of the labom, at least of the abstinence of the capitalist. Interest is 
the remuneration of sacrifice.* But the socialists are not convinced. 
T^ey cannot see how the negative effort of the capitalist is to be com- 
pared with the positive effort of the labourer, and they have not been 
sparing in their denunciation of Mill and his followers. 

The economists adopt a different line of criticism. The argument 
is that the rent - of land is illegal because the progress of society has 
contributed more t^ it than the work of the proprietor. But is there 

^ Mill points out that the answer to this objection is that the right of selling the 
land at a price which depends upon two contrary conditions (gain or loss) establishes 
a land of eqttilibrium. The State would not lose anything by this, for a fall in value 
in one place, unless it be accompanied by a general want of prosperity, implies a 
corresponding increase somewhere else, o£ which the State will get the l^eht. 
{Dismtaiums wtd Discussions, VoL IV.) ^ 

* M. Einaudi, however, in his excellent Studi sugli delli imposU, p. 125 (Turin, 
1902), remarks that this principle of indenmifying losses leads directly to a State 
guarantee of values — the expediency of which is at least problematic. He makes the 
hirther observation that the cmnpensation would often be paid to a person other 
than the one who paid the tax when it was levied — ^the property in t^ meantime 
having changed hands. 

* For the dtstinctson bet%vccn die legsdity of movaUe and immovable property sec 
Mill, Pfinafies, Book II, chapter ii, para, i, and Henry Geotge, Progress cmd Pooerty, 
Book VII, chapter i. **The institution erf* private property,** says Mill in the above 
paittge, ^^when limited to its essential elements, consists in the recognition, in each 
peiscm, a ri^t to tl^ exclusive disposal of what he 6r she have produced by their 
own efforts, or recrived either by gifi or by lair agreement without force or Ihmd 
from those who produced it” Sudi a definition at kast implies that landed inoperty 
k fi^paL A house Is dsstinguiriied die land vpsm wli^ it is built; whmas the 
frumer is hekl die latter it not 
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any kind of revenue which is altogether free from such criticism? 
Every kind of revenue contains some elements that are essentially 
social in character; that is, elements that depend entirely upon the 
demands of society. The growth of social demand often brings to 
capital as well as to land, to labour as well as to capital, quite unex- 
pected and occasionaUy extravagant incomes. Has not political 
economy in the course of its development been forced to recognize the 
existence of a whole series of rents differing from the rent of land 
merely in respect of their shorter duration? Was the fortune of the 
celebrated hunchback of Quincampoix Street, who lived in the 
glorious days of Law’s system, in any way different from the fortune 
of the Duke of Westminster, who owns large areas of the City of 
London? Or is the surplus value conferred upon old capital by a mere 
fall in the rate of interest in any respect different from the surplus 
value acquired by land under the pressure of growing population? 
The most striking thing, apparently, about unearned increment is its 
ubiquity. Society, presumably^ does not distribute its revenues in the 
way a schoolmaster rewards the most painstaking or the most meri- 
torious pupil. It puts a premium upon the services that are rarest^ 
but never inquires whether they involved any greater amotmt of 
sacrifice. Such premiunis simply denote the intensity of its oym 
demands. What right have we to isolate one of these and demand 
that it and it alone shall be confiscated? 

Stuart Mill has given the only reply that is possible by showing that 
none of the other rents has either the persistence or the generality of 
the rent of land.^ That reply seems clear enough to justify at least a 
partial application of the systems of Henry. George and Stuart Mill. 

About the year 1880 several leagues were founded in England, 
America, and Australia with a view to propagating what Geoi^’s 
followers call his “sublime truths.” On the other hand, several attempts 
have since been made, especially by municipalities, to tax surplus values. * 
As far back as 1807 a law was passed in France requiring riparian 
owners to pay compensation in cases where their estates bordered 
upon public works which in any way contributed to the greater value 
of the property. But the law is very seldom enforced.* In London 
the principle was recognized as far back as the seventeenth century, 

' Mill, DisserkOms and Diseussiom, Vol. IV, p. agS. 

* Especially in England, v^cre various schemes have been propoumled and investi- 
gated by Ro^ Commissions since the beginning of this c^tury. Such seben^ lue 
discussed in a very thorough fashion in £inaudi*s book already mendemed, and hi 
an ardde endtied Rtceni Sehmmsfor Ra^ Urban Land Vaim contributed by Ed^iewonli 
to die Efonomie Jmamd in 1906. 

*Ardi^30ofdie ActofSeptembar x6, •» at 
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but has long since fallen into desuetude.^ The idea gained ground very 
rapidly in the b^^inning of the century, in England and Germany 
especially. Niunerous projects were launched with a view to taxing the 
surplus value of urban lands not used for building purposes, and some 
erf the schemes were fairly succe^ul. The adoption of this juin- 
ciple was one of the more prominent features of the famous English 
Budget of 1909, which roused so much opposition and brought the 
long constitutional struggle between the Liberal Government and the 
House of Lords to a head. The econombts are still divided on the 
question. The imposition of a Werthzuwachssteuer by certain German 
municipalities led to a fi:esh dbcussion of the topic in a number of re- 
views and polemical works, and the principle was adopted in the 
Goman Imperial Act of 191 1, creating a special tax for increasing the 
war-tax. 

These ideas have never obtained the same hold in France, where 
property b subdivided to a much greater extent than it b in England, 
and where rent b accordingly dbtributed among a greater number of 
cultivators and naturally rabes less opposition. In addition to thb, 
the slow growth of the population in France makes the problem less 
acute than it b in Germany, where the workers find that an increasing 
proportion of wages b absorbed in the payment of rent. 


Ill: SYSTEMS OF LAND NATIONALIZATION 

The ^land-nationalizers,’ whose schemes now come under considera- 
tion, not content with the taxation of a part of the revenue of the land, 
demapd that the whole of it should again become the property of the 
State. 

Apparently a much more thorough-going su^estion than any of 
the preceding ones, especially Mill’s, in reality it b a much simpler 


the improvementi already mentioned in this Act — through the making of new roads 
or the laying out of new squares, throi^ the construction of quays or other public 
works — ^any private property acquires a notable increase in value, such pn^rty 
dial! be made to pay an indemnity which may be equal to half the value of the 
advantage which has thus accrued to it.** The principle was rarely applied, however. 

Berth^lemy (Tmtd ^dmentam dt Dm$ ^uhMsiratift 1908, p. 634) states that he 
can only find twenty occasiot» on which the law was brought into operation in the 
whtde course of the nineteenth century. 

^ Professor Seligman m Taxa^m^ 5th ed., p. 341) quotes an English law of 

to the wkkning of certsun streets in Wesuninster In which the principle 
is neatly sta^. But when it was proposed to apply it to certain public worlu under- 
tidten in Limdon in 1890 it was energetically oppo^. It was admitted afresh in the 
Tower ^lidge Act of 1895. A similar system is fiequently adopted in America under 
ftenme oC*^ecbl aiicstinent’ or. *bettnrment.* 
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system that is proposed. The advocates of land nationalization think, 
with Mill, that the surplus value of the land should be reserved for 
the State, and, like him, they have great faith in the persistence and 
continuity of this surplus value. They also agree with him when he 
puts forward the claim of society to the possession of the soil, but they 
never suggest that it should be taken from its present owners. They 
reject the distinction between earned and unearned income and con- 
sider that they are both equally legitimate. But, unlike Mill, they 
never feel that they can say to the landed proprietor, “Thus far and 
no farther.** Appropriation is advocated simply on the ground of its 
public utility, and care is taken to hedge it round with all kinds of 
guarantees. Proprietors are to be indemnified not merely for the loss 
of income it would immediately involve, but also for the loss of any 
future revenue upon which they had reckoned. Could anything be 
simpler or more reasonable? 

The practical interest of a system of this kind cannot be very great. 
Such a fundamental change in the institution of private property, 
especially in old countries, could only be accomplished by means of 
a revolution. Revolutions are to be undertaken in no light-hearted 
fashion and never without the sanction of absolute necessity. Curiously 
enough, all the great changes in landed property during the last 
hundred years have been in the opposite dfirection. After the First 
World War in the Balkan countries (Hungary and Rumania, for 
example) the land was divided among the peasants, as it had been 
formerly in Russia after the emancipation of the serfs. Even in the 
Russia of to-day the first move of the Bolshevik revolution has been 
to create peasant property. Since 1930 the Russian agricultural reform 
has consisted not in nationalization of the soil but in the creation of 
Kolkhozy, which are co-operative farming enterprises. The prospects 
of nationalization arc certainly not very rosy. 

The extremely hypothetical character of the schemes now imder 
consideration relieves us of the necessity of examining their organiza- 
tion in any detail, although this question of the minutbe is apparently 
one that strongly appeals to the creative instinct of these Utopians. 

Of greater interest arc the grounds on which they base their demand 
and the economic processes by means of which they hope to accom- 
plish their aims. From this point of view the most interesting systems 
are those of Gossen and Wdras. Gfossen*s scheme is expounded in a 
curious voliune entitled Entwickdnng der Gesetz 0 d$$ menschlichen V^rkehrs^ 
and Walras’s is developed in a memorandum addressed by the author 
to the Vaudoise Society of Nattiral Sciences in 1880. Both^work^ 
contain ideas from whh^ the economist may le^um a good deid^ and 
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both writers claim that the succesitful adoption of their schemes would 
enable the State to make an offer of free land to all citizens. 

(a) Gossen’s book appeared in 1853.^ It is a curious coincidence 
that the French Bastiat^ the American Carey, and the CSterman Gossen 
riiould all be engaged in developing an optimistic thesis just about the 
same time. Of the three, Gossen’s was the most optimistic and by far 
the most scientific. He concurred in the judgment of the Physiocrats, 
who believed that the world was providentially subjected to the action 
of beneficent laws which men must know and obey if they are ever to 
become happy. Such, he thought, are the laws of enjoyment, or of 
utility or ophelimity, as we call them to-day. A person who merely 
follows his own interests finds that unconsciously, perhaps, he has 
been contributing to the happiness of the whole of society. Gossen 
gives a remarkably clear proof of the theory of maximum ophelimity, 
based upon a very ingenious analysis of wants. According to this 
theory, every individual who pursues the satisfaction of his own desires 
under a regime of free competition helps in the realization of the 
maximum satisfaction by everybody concerned. 

If it be true that each individual in pursuit of personal enjoyment 
unwittingly contributes to the well-being of the whole community, it 
is clear that every one ought to be given the utmost possible freedom 
in the pursuit of his interests. But there are two great obstacles in 
the way of this. The first of these is want of capital, which CSk)8sen 
thc^ht could be obviated by creating a huge Government bank 
which would lend capital whenever required. The mechanism of the 
bank is described in considerable detail. The second obstacle is the 
existence of private property in land. If man is to develop all his 
Acuities and to use them to their utmost extent in the production of 
wealth, he must be allowed to choose his work freely and to carry it 
on under the most advantageous circumstances possible. But private 
property hinders fiec chmee. “Thanks to this one fact,” says Gossen, 

the obstinacy of a single proprietor often hinders the best develop- 
ment of the ^nd whidb Mongs to him and prevents its utilization 
in the fashion that would best meet the needs of production. The 
necessity for the compulsory purchase of land for industrial pur- 
poses, ibr the making roads, railways, or for developing mines, 

^ No notice whatever was taken of it then, and even in the second edition of the 
great Hmt^bedrterbmk der SlaaUwissmschqfien, published in 1900, no mention is made of 
Gcmea*§ mane, althou^ the thmi editkm of duu work has made ample reparation. 
Ihe book was st^xinted in 1889. On the relation between the ideas of Gctmt and 
those of Jevons and Walras tee Walras’s interesting artide Un JS^nmisU i$mm, 
Umiiam Haid Gaum, piblished in the Jmmal da &Mmista in 1883 and reproduced 
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affords an indication of the unsatisfactory condition of landholding 

as it exists at present.^ 

It is obviously necessary that the community’s right to the soil 
should again be restored to it, so that every one might be free to 
demand and to obtain the use of as much of it as he required. Every 
industry could then choose that locality which seemed best fitted for 
it. The right of using the land might be disposed of by public auction 
and given to the bidder who offered the highest rent. There would 
thus be a kind of guarantee that the organization of production at 
any one moment was being carried on in the most favourable fashion 
— relatively, that is to say, to the knowledge possessed by the com- 
munity at that period.* 

(b) Walras’s position is not quite so frankly utilitarian as CJossen’s. 
It was the analysis of the respective roles of the individual and the 
State, of which he gave an exposition in his lectures on La ThSorie 
ghUraU de la societe (1867), that inspired his reform. Following Henry 
George, he sought a reconciliation of individualism and socialism* — z. 
reconciliation which he variously speaks of under the terms ‘liberal 
socialism,’ ‘synthetic socialism,’ or simply ‘syntheticism.’^ 

It was his opinion that no real opposition existed between the State 
and the individual, that the one is just the complement of the other. 
Taken separately, it has been well said that they are notlung better 
than abstractions; the only real man is the social man — ^man living in 
society. This man, as we know, has two kinds of interests — ^the one 
personal or individual, and as such opposed to the interests of other 
beings; the other social or collective, common both to himself and his 
fellows — and unless these are secured the existence of the race is 
immediately jeopardized. The two groups of interests are equally im- 
portant, for they are both equally necessary for the life of the social 
being. The State and the individual are mere phases in the life of the 

^ Eniwiekelung der Gesetze, p. 250. 

* Gossen sees other advantages that would follow such reform. He enumerates 
them thus: (i) The confiscation of rent would reduce the possibility of living withemt 
working, and this would increase the industrial activity of the dass under considora^ 
tion. (a) The legal transference of property vwnild be greatly amplified. (3) Pro- 
duem would be exempted from buying land and from keeping capital for dus pur* 
pose. (4) Rent would take the place of taxation to a very considerable extent, and 
would fhse the collection of it from every trace oi vexation or injusdee. (/Wi., p. 273.) 

* Cf. die fragment entitled Mithode de Conciliatum <m de ^nthise^ in the £iudes d*Eeonmie 
sociale. Henry George in his preface to Progress and Poverty writes thus; ”What t 
have done in this book ... is to unite the trud^ perceived by the school of Smith and 
Ricardo to the truth perceived by the school Proudhem and Lassalle; to dull 
ledssez^faire (in its full, true meaning) opens the way to a realization of die nol4^ 
dream ai socialism.** 

^ SOidts eT&ommie soekde^ p* 239. f 
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same being, according as we think of him pursuing the collective 
interests which he has in common with his fellow-men or his more 
personal and individual interests. Each has its own sphere of activity 
definitely marked off from the other by the diverse nature of the 
respective tasks which they have to perform. 

The duty of the State is to secure those general conditions of existence 
which arc necessary for everybody alike. Upon the individual devolves 
the duty of determining his own personal position in society through 
perseverant^ in the exercise of his own capacity in any line of activity 
which he may himself choose. But if both of them, individual and State 
alike, arc to perform their respective tasks efficiently, they must be 
supplied with all necessary resources. To the individual should accrue 
the wealth which results from labour and saving, to the State the 
revenue which results from general soci^ progress — Le,, the rent of 
land. Provided for in the manner indicated, there ^vould be no necessity 
for taking away from the individual a portion of the fruit of his labour 
by means of taxation. Collective ownership of land and rent, private 
ownership of capital and labour, together with their incomes — such 
is the social organization which Walras thought would solve the 
problem of distribution; equal conditions, coupled with unequal 
situations.^ 

The reforms of Gossen and Walras, starting from a different angle 
as they do, depend for their . realization upon conditions that arc 
exactly identical. Both of them evince the most scrupulous respect for 
the prescriptive r%hts of the present ovmcrs; and both agree that the 
State has no more right to appropriate future rents* upon which these 
owners rely, in the manner suggested by John Stuart Mill, than it has 
to confiscate present rents, as Henry George proposed. The only way 
in which reform can be fairly carried out is to buy back the land, in- 
cluding in the purchase price any surplus values upon which the 
jHesent proprietors have set their hopes. The most expedient way, 
perhaps, would be to issue bonds and to offer these to the proprietors 

, ^ See the channing mth lesson of the TTtiorie gMrale dt la Sociiti in the £tudis 
d*£ammie sociaU* 

*^ln order to justify a measure involving a slight diminution in the rent of landed 
jmprietors, it is hardly necessary to invoke the fket that rents have a faculty of grow- 
ing continuously with^t the co-operation the proprietor. We need scarcely point 
out.diat thh increase in rent over a certain period cannot entor into the price (^land 
nmpSy becau^ it cannot be calculated. (Consequently, when a buyer buys under 
the system guarantee afforded by the State he has at the same time undoubtedly 
bqu^t a claina to aU the variations of rent which may ensue. . . . Even if the landed 
pro|»ietor is i n de mnifie d by being paid a perpetual rent equal to the rent of his land 
at ^ time of confiscation, as b done to-day in the case of compulsory purchase, the 
hyusdoe not be as great as It otherwise would be, but it will not be removed 
altogether.** (Gossen, der pp* 857-258.) 
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in exchange for the land. The rents, which would still be received by 
the State — ^for there is no prospect of cessation of growth — ^would be 
employed partly in paying interest on the debt and partly in redeem- 
ing it; so that at the end of a certain period, say fifty years, the State 
would have paid back all the. capital and it alone would henceforth 
draw the rents.^ 

It would have been unnecessary to add anything to the exposition 
as given by Walras but for the objection which he himself raised to it, 
and which led him to give a very interesting accoimt of his belief in 
the permanence of rent. 

“If,*’ says Walras, “the State pays to the proprietors the exact 
value of their lands, reckoning in that price a sum equal to the estimated 
value of the future rent, what is it going to gain by the bargain?” If 
the value of the soil is carefully computed in the manner indicated 
above, then the interest on the capital borrowed to effect the purchase 
and the rents received must exactly balance one another, for one is 
just the price of the other, and the State will find that the rent of land 
is insuflBcient to repay the ouday involved. The results will cancel oni? 
another. Some inconveniences will doubtless be avoided, but there 
will be no outstanding advantage. How arc we to get rid of this 
objection? 

The difficulty is soon removed, for once the system outlined above 
is adopted there will be an end to all sp>eculation in land. When indi- 
vidual buyers find that they must pay the owners a price that covers 
all surplus values which the land may possibly yield in the future^ 
which would mean that th^ would not get any of that surplus value 
themselves, they will not be quite so keen. This is not the case, how- 
ever, at the pr^jcnt time. Speculation of this kind is rife everywhere, 
for the good reason that a surplus value is always a possible contingency. 
The more perspicacious or better informed a buyer is, the more firmly 
does he believe in this advance and the more careful is he to safeguard 
his future interests. The State, so soon as it has bought back the land, 
will be in the position of the speculator in question. Walras is of the 
opinion that the surplus value is certain to grow in future even more 
rapidly than the actual possessors of the land imagine. Thanks to 
economic evolution, what the private proprietor can only speculate on 
the State can rely upon with absolute certainty.* 

^ GoMcn gives reasons for thinking that the State, owing to its superior posidtMi as 
compared with individu^, might offer better terms to the proprieu»rs than <»dinary 
buyers could — among ofhm, that the State can borrow cheaply and could conse- 
quently offer a better price. ^ ^ , i 

• A similar idea unifies Gide's proposal in an article contributed to ^ 
dis £mmistis fSw July 1885. “The State would <^cr to buy the hmd and pay Ibr U 
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I believe, along with several competent economists, that when 
humanity left the purely agricultural system under which it had 
Jived for thousands of years and entered upon a regime of industry 
and commerce, under which agriculture is still necessary to feed a 
growing population, but only possible with the expenditure of a 
vast amount of capital, it achieved a notable triumph, and the 
step it then took marks a veritable advance in economic evolution. 
I ^o believe that as the result of this evolution rent will continue 
to grow, but without involving any scarcity or increase in the value 
of agricultural produce — a, fact that has escaped every one except 
the wideawake and the well-informed, and by which proprietors 
alone have profited. I further believe that if the State had bought 
the land ^ore this evolution had taken place and had then given 
• of its resources to further such development, even the normal growth 
of this siuplus value would have been ample to clear the debt.^ 

Walras agrees with Ricardo, and a kind of rehabilitation of the 
Ricardian diesis drives him to the conclusion that the future must 
witness a further growth of this surplus value of land — merely because 
of the limited quantity of land in cxbtence. There is this difference, 
however. Whereas Ricardo bases his whole contention upon the 
validity of the law of diminishing returns, Walras will not even enter- 
tain the thought of a possible diminution in the amount of agricultural 
produce. The inevitable progress of society which leads it on from a 
purely agricultural stage right up to the industrial-commercial stage, 
from extensive to intensive cultivation, must result in increasing the 
value of land. The State would ease this transitional process by a 
m^unire of appropriation, and could make a solid contribution to the 
success of this gigantic undertaking, which is to apply not merely to 
land, but also to railways and min^, etc.* 

(^) Numerous and various are the reasons invoked by the advocates 
of land nationalization. Gossen’s ideal is the maximum product, 
while Walras’s first care is to supply the State Mrith all necessary re- 
sources. A final class of writers regards it as an excellent opportunity 

on the basis ninety-nine yean’ purchase. There is reason to think that hardly a 
buyo* would be found who wouM^ refuse such an offer coupled with a slight compensa- 
tion for ninety-nine years is the equivalent of perpetuity as fiu* as the individual is 
concerned. There would be nothing mean about such a price; really it would be 
moire of a gifi to the proprietm*.” 

^Walras, £lvdes fP&emmie sodofs, p. 366. A mathematical discusskm of the theory 
is contained in the The meat argument ex pr essed 

in ordinary language may be found in the article entitled Un SemomsU mconm {£ittdis 
i^ 6 emmu soeudit pp. 365 et seq.), and it h sdll m&re simply summed up in the FrekUmt 
^ pp. 4^449- 

* ^The same connderations would apply in the case of mines, radways, monopolks 
of every Ictnd, natural and othenvise, where the principle* of free competition Is in 
opeMion.or where any surplus value exists.” (£iu 4 ts sociaU, p. 347, note. 

<y.dhopp.slsrsfi«F.) 
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of giving everybody access to the soil It was this ideal of free land 
that inspired the late Alfred Russel Wallace to write, his book Land 
Nationalization: its Necessity oM iis Aims, and to inaugurate his campaign 
in favour of nationalization in 1 882. 

Wallace imagined that the mere right of free land would put an end 
for ever to the worker’s dependence upon the goodwill of the capitalist. 
Nobody would be foimd willing to work for starvation wages were 
every one certain that on a free piece of land he would always obtain 
his daily bread. None would suffer hunger any longer, for the soil, 
at any rate, would always be there awaiting cultivation. Free access 
to the land would by itself solve the problem of poverty and want, 
and this would be by no means one of the least of the benefits of land 
nationalization.^ ^ 

The essential thing, in his opinion, is to give to every worker the 
right to possess and to cultivate a portion of the soil.* His proposal is 
that once nationalization is an accomplished fact every individum at 
least once in his lifetime should be given the opportunity of choosing a 
plot of land of from one to five acres in extent wherever he likes on 
condition that he personally occupies and cultivates it.® 

The extremely simple character of the proposal makes it all the more 
notorious. Unlike the other schemes, it is not based upon any subtle 
complex economic analysis. But it supplies a most convincing platform 
theme. Closer scrutiny, however, reveals its almost childish nature. 

The cultivation even of the smallest piece of land requires some 
capital, which the advocates of free land appear to forget altogether. 
The amount of capital so required may not infrequently be in excess 
of the modest sum possessed by the working man. They also seem 
oblivious of the fact that the land does not produce all the year round: 
there must of necessity be a period of quiescence when the seeds arc 
germinating. And if we are to suppose that the workar has sufficient 
reserve to wait for the harvest, why not admit at once that he has also 
enough to tide over a period of unemployment? A few poimds in the 
bank to which he can have access whenever he likes would certainly, 
be much more serviceable in mid-winter, say, than a plot of land 

^ Qfl Etcarra, at,, p. 224. See also Laveleye, Le SociaUsme anUmpcfidn, 8th ecl«» 
Appendix 1. 

* 1 $ Socialism en Atiglcterre, p. 179 (1897}. 

* **The possession a piece of land frees the workman htnn dependence upon the 

masters, which is one. cause of poverty. The worker who possesses land is He 
has always scmiething he can turn his hand to when out of work.** Elsewhere: **If a 
certain quantity of land is given to the workers their wages will surely rise, $ar m 
one wth work for another unless he can get more than he gets when working ^ himr 
idf.’* (Qpoted by Escana, p. 224, note.) The same Idea occum in Henry Qooi^ 
but not* as a part of the gem^ argument % . 
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situated some distance away. Cultivation also requires capacity as 
well as capital. You cannot improvise the peasant, and a first^dass 
artisan may be a very indifferent cultivator* The experience of distress 
committees seems to prove this point. The advocates of free land have 
a mistaken belief in the efficacy of the proposed remedy, and experience 
would quickly show them how difficult it would be to apply it.^ 


IV: SOCIALIST EXTENSIONS OF THE 
DOCTRINE OF RENT 

TTie writers who have hitherto engaged our attention were all of 
them individualists. They had no quarrd with the institution of 
|>rivatc property as such, nor were they hostile to the existence of 
capital or to the personal advantage which may accrue from the 
poss^ion of exceptional talent or ability. The orthodox socialist, on 
the other hand, is distinguished by an aversion to both interest and 
rent, and some of them even go the length of denying the individual’s 
claim to any special benefit accruing from personal ability if it has 
the effect of increasing his income beyond the mere remuneration of 
labour. 

Between the two conceptions is a veritable abyss, and the question 
arises as. to whether it can ever be bridged. Some writers confidently 
reply in the affirmative. ‘‘It is the easiest thing in the world. Just 
treat your interest on capital and the revenue derived from exceptional 

^ If we had not decided against the inclusion of the Italian economists, this would 
have been the place to devote a few words to the writings of AchiUe Loria. No one 
txxxh him as a writer on political economy. An elaborate superstructure of great 
economic, political, sodal, and even religious significance has been built upon the 
Ibitndation id firee land, which at least denotes a powerful imagination. A r6mm6 
of this them is ccmtalned in La Terra ed il Siskma sociaU, translated for the Remu 
iTJScommU ptdiHgue in 1892. We cannot examine Loria*s system here. Suffice it to say 
that in his CostRudaiu eeonomica odiema (1900) he demands that the law should recog* 
ntae each man’s right to the land: eitto to a unit of land (i.s., a quantity of land 
such as would enable a man to live and set up as an independent producer) or, 
lading that, to a ^rac^on of such a unit. 

Such is the theoretical solution, but the practical suggestion b somewhat milder^ a 
kind of territorial wage being suggested. Every master would be obliged to give to 
hb workmen, in additkm to a minimum wage, a certain amount of land at ffie end 
of m given number of years. If during that period the workman has been emfdoyed 
by several masters, eaeffi master should contribute in proportion to the length id time 
he tias beat in hb service. 

At the end td* a certain period every worker wouM thus become a proprietor. Tlwsc 
would tintt be m the same posbion as their primitive ancestors were as far as natural 
ec o no m y b concerned, and would be able to join wtdi the older proprietors in a kind 
cf aMpdarion of capital and labour <m a footing cf absolute equality, which Signor 
Loria ffiotig^ fvoukt be a mmt fouttfiil type <»fBni2atsoii. Duiii^r the Intervening 
yean a certrin amouiR of preaiure wodKi have to be put upon the pn^^rktori. 
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capacity as rent, and the theory of rent will supply a justification not 
only for the appropriation of land, but also for universal collectivism.” 
It was in England that this idea was first mooted. 

England, the true home of socialism, the England of Godwin and 
Hall, of Thompson and Owen, after the first outburst of socialist 
activity over seventy years before, had not given birth to a single 
socialist scheme. With the exception of John Stuart Mill, who was 
impressed by the French socialists, English writers had remained quite 
indifferent to the ideas that were agitating Europe. Karl Marx toiled 
at the production of his masterpiece. Das Kapitaly in the very heart of 
London without arousing the curiosity of a single English economist. 
The formation of socialist parties in Germany and France after 1870 
had to intervene before the ideas of the great collectivist aroused any 
real enthusiasm in Great Britain, and it was not imtil 1880 that a small 
Marxian party was formed in England.^ Just about the same time 
another group of writers known as the Fabian Socialists began to 
preach an original and characteristically English kind of socialism.* 

The Fabian Society at first consisted of a small group of young men, 
for the most part belonging to the middle classes, and holding them- 
selves aloof from the older political parties. The object was “the 
prompt reconstruction of society in accordance with the highest moral 
possibilities.” Success appearing somewhat remote, and being anxious 
for more immediate results, they allowed themselves to be led astray 
by ideas borrowed from the Marxian and anarchist doctrines of the 
Continent. But they very soon renounced the revolutionary spirit, 
which has so little in common with the English temperament; and in 
order to emphasize the difference between themselves and the advo- 
cates of brute force and the believers in a sensational historical crisis* 
they adopted the name Fabian, which is derived from Fabius Cimctator, 
the famous adversary of Hannibal. The school has always been very 
critical both of itself and of others, somewhat a&aid of public ridicule, 
but possessing none of the enthusiasm pf apostles. Always ready to 
banter one another,* to destroy their ancient idols, and to dispense 
with every social or definitely political creed, the Fabians rapidly 
became transformed into a society of students and propagandists whose 

^The Social Democratic Federation founded by Hyndman in 1B81. See 
M^tin, Ls Socialism en AnglctmOt chapter vi (1897). 

* Bernard Shaw, The Fabian SocieDf, what it has dom and how it has dam U (1699; 
Fabian Tract, No. 41). 

* BMpori on Fabian PoWy (Fabian Tract, No. 70). 

* **For it was at dib period that we contract^ the invaluable habit of fiedy lai^^ 

tag at ouxidves winch has always distinguished us, and which has saved tis iman 
becondiig hampered by the giuh^ enthusiasts ^o miMkt their own emedops 
public nmvements.** (Bernard Shaw, ibe. at.) ’ • 
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interests are exclusively intellectual^ and who believe that in the natural 
philosophy of socialism %ht is a more important factor than heat/’^ 

Such an attitude is hardly conducive to success in a socialist crusade, 
but the Fabians have left a deep impression — not so much upon 
working men, perhaps, as upon members of the bourgeois or middle 
class» Several of their members were persons of great literary distinc- 
ticm, such as Bernard Shaw, Sidney and Beatrice Webb (later Lord and 
Lady Passfield), and H. G. WeUs. By throwing themselves into the 
study of social conditions of different kinds, by collaborating in the 
publication of reviews and newspapers without distinction of party, by 
publishing pamphlets and calling conferences, they have managed to 
stimxilate interest in their ideas. A r&umi of these ideas is given in a 
curious collection of articles entitled the Fabian Essays^ published in 
t88g. These essays represent the opinions of the more prominent 
Fabians rather than of the Fabian Society, for the society as such has 
only a practical policy, but no theoretical doctrine which it holds in 
common. It calls itself socialist,* and would welcome the transforma- 
tion of individual into collective property. On the other hand, it 
declares that it has ^*no distinctive opinions on the marriage question, 
religion, art, abstract economics, historic evolution, currency, or any 
otl^ subject than its own special business of practical democracy and 
socialism.”* The economic theories which immediately interest us 
here arc peculiar to certain members of the society. The society as a 
whole was doubtless inspired by these ideas, but they have not all 
received official recognition at its hands, and they are not even accepted 
by some adherents of the school.* 

It is Sidney Webb more especially who has essayed the task of find- 
ing a new theoretical basis for Fabian collectivism. Having rejected 

* m FMan 

*Sodaiinn, as umkrstood by the Fabian Society, means the organizadon and 
conduct of necessary industries of the country, and the appropriation of aU forms 
of economic rent of lai^ and capital by the nation as a whole, through the most 
suitable puldk authorities, munidpa), provincial, or centraL The socialism advocated 
by die Fabian Society is State socialism exclusively (the xcan is used to distinguish 
it kom anarchist socialism}. On the other hand, it ‘‘steadfastly discountenances all 
schemes for securing to any person, or any group of persons, the entire product of 
dxesr labour. It recognizes that wealth is social in its orig^ and must be social in its 
distriburion, rince the evolution of industry has made it impossilde to distinguish the 
particular contributkm that each person makes to the common product, or to ascertain 
iHFiluet** (fiipart M Fabian *JbuL 

* In additkm to the Fabim Eisqjfs, the principal publicatiom containing an exposi- 
tiofi of Fabian ideas are the Fabian Tracts, a colkctitm containing a ipneat number of 
pamphlels cn various sul^ects; The Hislaiy ^ Trade Utdamsm^ by Mr and Mrs Webb; 

diaps. i a^ iii of the third part, by the same aidhors; 
imd, fioaSiv Freikm ¥ ddadmrn (1898), a cdaec t i o ti of lectum and articles, 

ilmbyMrasidlileiW4>b. 
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the Marxian theory of labour-value^ and comcious of the charm 
possessed by the modem theories of Jcvons, q £ Marshall, aiRi the 
Austrians, he felt the need of some new justification for the collective 
ownership of the means of production. Unable to free himself from 
the fascination which Ricardo has always exercised over his fellow- 
countrymen, he turns to the theory of rent of that great economist, 
and that theory, in his opinion, is “the very corner-stone of collectivist 
economy.”^ 

It is perfectly obvious that this theory of rent affords ample justifica- 
tion for the appropriation of the revenue of land by proving that this 
revenue is purely supplementary, produced as it is only on the best 
lands and not on the worst, where the worker only produces the exact 
equivalent of his wages. There is nothing very new in this, however. 

Equally valid is its justifi^tion of confiscated interest. Different 
kinds of capital, different machines, implements, and buildings, all of 
which are employed for purposes of production, show the same variety 
of quality, and consequently produce different quantities of material 
goods, just as different lands do. The employee who works with 
* marginal capital,’ if we may so put it, or, in other words, has to make 
shift with the minimum of tools and machinery, without which no 
work at all would be possible, barely produces the equivalent of his 
wages. EverytMng that exceeds this minimum may be claimed by 
the capitalist as payment for the superior yield of the capital which 
he has supplied. Interest, accordingly, is a differential revenue — a 
rent which ought to be expressed as a definite quantity of produce, for 
such it rcaUy is, and not as so much per cent.* 

Finally, any who possess superior ability as compared with those 
who work not merely with a minimum of capital and labour, but with 
a minimum of intelligence and ability, produce a surplus, which they 
generally retain for themselves. This surplus is of the nature of a 
differential rent — the rent of ability. Generally it is the result of the 
better education received by the children of proprietors and capitalists, 
and it is thus the indirect outcome of private property.* 

^ Mr and Mis Webb in their History <if Traio Ufdmsm reject ** that confident sciolism 
and prejudkx which has led generations of socialists to borrow from Adam Smith and 
tlie"*riassic* economisti the erroneous theory that labour is by itself the creatm* of 
value vdd^out going on to master that impregnable and more difficult law of ecommiic 
rent which Is the very comw-stone of cciicctivist economy.** 

* inteiest wiffi which we are concerned must clearly be a definable quantity 
of produce.’* \Tli$ HtUkiod Dis^diod o»d Us Distrikutiori^ iiS 

p. say. We are indebted to t^i article for thexxposition which v#e have ^ 

Fatnan doctrine.) , 

• An eag^tion of die same thecuy is given in Tract No. 15, EngUmProg^o^Mtimis 

SoM Ifruptfny: Indivsduab tar clasms who social pow^ hnm 

V 
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This ingenious argument is not very convincing. Even though we 
a&nit that interest and possibly the greater portion of wages may only 
be differential revenues, their confiscation would require special 
justification. The attributes of capital, unlike those of land as defined 
in the Ricardian theory, are not natural, but have been conferred 
upon it by the efibrts of human beings. And as to the rent of ability, 
it still remains to be seen whether society- would benefit by the confisca- 
tion of this rent. As a scientific explanation of distribution it docs not 
seem to us a particularly attractive one. The distribution of incomes 
is effected by means of exchange and depends upon prices, but Webb 
makes an abstraction of prices in order to concentrate upon the 
material product. We do not deny the existence of rent derived from 
fixed capital, such rent being approximately measured by comparison 
with the current rate of interest. Bu^ after the labours of Bohm- 
Bawerk and Fisher it would seem impossible to explain this rate itself 
by reference to the material productivity of capital, which seems to be 
the essence of Webb’s theory. 

The latest attempt to deduce revolutionary conclusions fi^m the 
older economics and to found a theory of collectivism upon the 
Ricardian doctrine of rent has proved a failure. Even Webb’s fiiends 
have not shown the enthusiasm for it that they might^ — ^and this despite 
the constant allusion to the “three monopolies” which one meets with 
in their writings. 

The interest of the experiment lies not so much in itself as in the 
indication which it affords of the more recent trend of thought in this 
matter. We have already drawn attention to the fact that the more 
immediate disciples of Marx both in France and Germany have refuted 
hk theory of value, showing a disposition to rally to the counter-theory 
of final utility. We have here a group of English socialists undergoing 
a somewhat similar process of evolution. On every hand it seems that 
socialism has given up all pretension to creating a working men’s 
pditical economy alongside of the bourgeois, and it is now generally 
recognized that there can only be one political economy, independent 

times, consdously or imconsdously, made use of that power in such a as to leave 

to the great majority of thdr fellows pxactiadly noting beyond the means of sub* 
#fteiioe according to the current lo^ standard. The ad^dmial product, d^ter- 
Ik^bied by die rdadve difierences in productive effidency of the difh^t sites, soils, 
metals, 1^ forms of skill above the margin of odtivation, has gone to those exercising 
imtsol diese valuable but scarce produedve keton. Thjs struggle to secure the 
iiu|das or^economk rent’ is die key to the emsfined hutory of ^iropean psogreis, 
and an ixadarlying, unconsdoia motive d all revolutions.” (y, aho llu D^imUUs rf 
Modem Ito* ^$7*239. 

^Bernard &mlii his Ecmnm Hods ^ pub^i^d in dtm Fakkm 
aaakmai^neal^adacdottbctwemlntaeHpK^^y to called and oocmofnic rent* 
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altogether of all parties and social ideals, whose sole function is to give 
a scientific explanation of economic phenomena* 

The Fabians even outdo the syndicalists in their reaction against 
the Marxian theories. Not only is the theory of value thrown over- 
board, but Marxes whole social doctrine is rejected as well. There are 
two points on which the opposition is particularly marked, and 
although these may be outside the scope of the present chapter it is 
necessary to mention them in order to complete our exposition of 
Fabian ideas. 

Marx’s social doctrine was built upon the theory of class war. 
Socialism was simply the creed of the proletarian. Its triumph would 
mean the victory of the proletariat over the bourgeoisie. Its principles 
are the direct antithesis of those which govern society at the present 
time, just as the two classes are directly opposed to one another. The 
Fabians entertain n<5 such views. They think of socialism as a mere 
extension of the ideals of bomgeois democracy, and they would be 
quite content with a logical development and application of the 
principles which at present govern society. “The economic side of 
the democratic ideal is, in fact, socialism itself,” writes Sidney Webb.^ 
Our object should not be to replace the bourgeois supremacy by the 
proletarian ascendancy, nor even to emancipate the worker &om the 
tyranny of the wage system (for imder the socialist regime, as the 
Fabians point out, everybody will be a wage-earner), but merely to 
organize industry in the interest of the community as a whole. “ We 
do not desire to see the mines and the profits firom the mines transferred 
to the miners, but to the community as a whole.”* Socialism is not a 
class doctrine, but a philosophy of general interest. “Socialism is a 
plan for securing equal rights and opportunities for all.”* Webb 
questipns the existence of an English class struggle in the Marxian 
sense of the word.* On the contrary; “In view of the fact that the 
socialist movement has been hitherto inspired, instructed, and led by 
members of the middle class or bourgeoisie, the Fabian Society . . . 
protests against the absurdity of socialists denouncing the very class 
firom which socialism has sprung as specially hostile to it.” One 
cannot see much similarity between this point of view and that of the 
Frotich syndicalists.* 

* Fabum Ecsseptr, p. 35. • Socialism Tnu and False (Tract No. 51). 

• J^eiaUsm is (Tract No. 13). 

* In his preface to Kuiella^s German book Sasdalismus in England (1898} he mesk* 
dons the ihet that the En^iidi working class is divided into a number of corporations 
>Aho are either jealous of or misundentand one another, but have not what we may 
propedy call a chut conscioimiess (p. so). 

• m Fabim p* 7* 
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The Fabian philosophy of history is equally distinct. For Marx the 
capital fact in nineteenth-century history is the concentratian g£ 
jMPoperty in the hands of a privileged few, and the consequent pauper- 
ization of the masses. The necessary consequence of this twofold 
development will be the revolutionary dispossession of the former by 
the latter. 

Optimistic as they are, the Fabians are not prepared to deny the 
concentration of capital. According to their view, the prime fact in 
nineteenth-century history is not the servility of the masses, but the 
waning authority of the capitalists, the growing importance of collec- 
tive government in national economy, and the gradual disposition of 
the idlers for the sake of the workers, a process that is already well on 
the way towards consummation. Webb is of the opinion that socialism 
is being realized without any conflict, and even with the tacit approval 
of its victims. 

Slice after slice has gradually been cut from the profits of capital, 
and therefore from its selling value, by socially beneficial restrictions 
on its user’s liberty to do as he liked with it. Slice after slice has 
been cut off the incomes fii-om rent and inta*cst by the gradual 
^ shifting, of taxation from consumers to persons enjoying incomes 
' above the average of the kingdom. . . . To-day almost every con- 
ceivable trade is, somewhere or other, carried on by parish, muni- 
cipality, or the national Government itself without the intervention 
of any middleman or capitalist. . . . The community ftirnishes and 
mmntains its own mm^ums, parks, art galleries, libraries, concert 
halls, roads, streets, bridges, markets, slaughter-houses, fire-engines, 
lighthouses, pilots, ferries, surf-boats, steam-tugs, lifeboats, ceme- 
teries, public baths, washhouses, pounds, harbours, piers, wharves, 
hospitals, dispensaries, gasworks, waterworks, tramways, telegraph 
cables, allotments, cow meadows, artisans’ dwellii^, schools, 
churches, and reading-rooms. 

And ev«i where private industry is allowed to survive it is rigorously 
supervised and inspected. 

The State in most of the larger industrial operations prescribes 
the age of the worker, the hours of work, the amount of air, light, 
cubic space, heat, lavatory accommodation, holidays, and meal- 
times; where, when, and how wages shall be paid; how machii^ry, 
staircases, lift-holes, mines, and quarries are to be fenced and 
guarded; how and v/hen the plant shall be cleaned, repaired, and 
wenked. . . . On every side the individual capitalist is being regis- 
tered, inspected, controlled, and eventually superseded by the 
cennmunity.^ 

We are already in the full current of socialism, declares Mr Webb. 
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Our legislators are socialists without knowing it. ^^The economic 
history of the century is an almost continuous record of the progress 
of socialism.’’^ The Fabians, adopting a saying of the Saint-Simonians, 
'point out to the socialists that they ought to be content with a clear 
exposition of the evolution of which every one knows something, 
although perhaps in a hazy fashion. Instead of unconscious factors 
we become deliberate agents either to aid or resist the developments 
coming to our notice.”*. 

We are some distance away from Marx here, and farther still jfrom 
his syndicalist disciples. We have really been led back to the philosophy 
of history as it was interpreted by the German State Socialists. Must 
we, then, conclude that the Fabians are State Socialists who feign 
ignorance of the fact? 

Fabian socialism, strictly speaking, is not a new scientific doctrine. 
It is rather a plea for economic centralization, an idea begotten of the 
modem conditions of existence in Europe, as against orthodox Liberal- 
ism, which is somewhat threadbare but still holds an honourable place 
in the opinion of many English writers. This tendency* towards 
centralization has tended to become stronger. The industrial nation- 
alizations carried out in man^^ countries after the Second World War 
arc proof of this. They are the outcome of a long evolution. 

English politics even long before this had begun to shake off its 
individualism and to rid itself of the philosophic and political doctrines 
of the utilitarian Radicak, which Bentham and his firiends had formu- 
lated early in the nineteenth century, and which still exercise a con- 
siderable influence over some people. The Fabians regard themselves 
as the special protagonists of the new standpoint. .They would be 
proud to consider themselves the intellectual successors of the utilitarian 
Radicals, who simply claim to express the new desires of a great 
industrial democracy. Labour legislation and its many ramifications, 
municipal socialism spontaneously developing in all the big towns, 
the great co-operative ‘wholesales’ in Glasgow and Manchester, 
fimiish persuasive illustration of the practical socialism which they 
advocate. “ It is not,” writes Mrs Sidney Webb, 

the socialism of foreign manufacture which cries for a Utopia of 

anarchy to be brought about by a murderous revolution, but the 

distinctively English socialism, the socialism which discovers itself 

* Fahim Esst^s^ p. 31. 

* Sidney Wel^, Thi Difimdius qf Imimdualis»h in Pr^Mms Modem Indusiiy. 

AWo in Che FaHan p. 35, he dechures: “Socialists as as individualists release 
that important organic changes can only be (i) democratic gradual * . • ; 

(3) not re^Mrded as immmral by the mass ci the peopte; and {4) in this country, at 
any lale, ^obsutitutkmai and pei^^ 
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in works and not in words, the socialism that has silently embodied 
itself in the Factory Acts, the Truck Acts, Employers* Liability Acts, 
Public Health Acts, Artisans* Dwellings Acts, Education Acts — in 
all that mass of beneficent legislation forcing the individuad into the 
service and under the protection of the State.^ 

The Fabian doctrine is the latest avatar of the Ricardian theory. It 
would really seem impossible to draw any further conclusions from it. 
Everything that could possibly be attempted in that direction has 
already been done, although other weapons of war forged against the 
institution of private property may yet come out of that old armoury. 
But that is hardly probable, especially when we remember that 
economic science no longer regards rent as a kind of anomaly amid 
the other economic phenomena. There is no doubt as to its reality, 
but it has been deprived of much of the social importance that was 
attributed to it by Ricardo and his followers, and it has consequently 
lost much of its revolutionary fecundity. 


CHAPTER V: THE ANARCHISTS 

The social creed of the anarchist is a curious fusion of Liberal and 
socialist doctrines. Its economic criticism of the State, its enthusiasm 
for individual initiative, as well as its conception of a spontaneous 
economic order,, are features which it owes to Liberalism; while its 
hatred of private property and its theory of exploitation represent its 
borrowings from socialism. 

Doctrinal fusions of this kind which seek to combine two extreme 
standpoints not infrequently outdo them both. Dunoyer, for example, 
was the extremest of Liberals, but he took great care to remind his 
leaders of at least one function which none but the State could per- 
frnrm: no other authority, he thought, could ever undertake to provide 
security. True bourgeois of 1830 that he was, Dunoyer always con- 
sidered that ‘order* was a prime social necessity.* But, arm^ with 
the criticism of the socialists, the anarchists soon get rid of tins last 
vestige of the Statc*s prerogative. In their opinion the security of 
which Ehmoyer spoke merely meant the security of proprietors; ‘order* 
IS cmly necessary for the defence of the possessors against the attack of 

* B. Bstlor (Mki Sdney Wjdh), Thi Movmmtf p. i6« 

* See kh artide oo Govenxment in tl» Dk^mum of Ooquelui mi Gtiillsmnia* 
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the non^posscssors* The socialists themselves (with the exception of 
Fotirier^ perhaps, whom the anarchists claim as one of themselves), 
however opposed to private property, were exceedingly, anxious to 
retain considerable powers in the hands of the State, such as the 
superintendence of social production, for example. Armed this time 
with the criticism of the Liberal school, the anarchists experience no 
difficulty in demonstrating the economic and administrative incapacity 
of the State. “ Liberty without socialism means privilege, and socialism 
without liberty means slavery and brutality” — so writes Bi^ninin.^ 

It is only fitting that a few pages at this stage of the book should be 
devoted to a doctrine that attempts to fuse the two great social currents 
that strove so valiantly for the upper hand in nineteenth-century 
history. 

It is not our first acquaintance with anarchy, however. It has 
already been given a “local habitation and a name” by Proudhon, 
who is the real father of modem anarchism. This does not imply that 
similar doctrines may not be discovered in writings of a still earlier 
date, as in Gk>dwin’s, for example. But such writers remained solitary 
exceptions,* while the links connecting the anarchical teaching of 
Proudhon with the political and social anarchy of the last thirty years 
are easily traced. Not only is the similarity of ideas very striking, but 
their transmission from Proudhon to Bakunin, and thence to Kropotkin, 
Rcclus, and Jean Grave, is by no means difficult to follow. 

Alongside of the political and social anarchism which form the 
principal subject of this chapter there is also the philosophical and 
literary anarchism, whose predominant characteristic is an almost 
insane exaltation of the individual. Th% best-known representative of 
this school, which hails from Germany, is Max Stimer, whose book 
entitled Der Einzige md sHn EigerUkum appeared in 1844.* Th^ work 
was forgotten for a long time, although it enjoyed a striking success 
when it first appeared, and was bitterly criticized by Marx. Later 
wh«Q Nietzsche was beginning to win that literary renown which is so 

^ (Euom^ Vol. I, p. 59 (Fidiralismt SociaUsnu, et AntithioUg^sme), 

* Adler in hk article Anarchismus in the Handwdrterbuch der Sta^swmenschqfimf and 
in his GisMkU des Soodismus und Kfmmmrdsmus (1899), shows the indebtedness of 
the anarchist ideal to Greek philosophy. 

* The worit was republished in 1882 and again in 1893, and translated into Frendh 

in J902. There are ako a few translations from the writings of ^nith and Say hxnn 
his pen. A very interesting account of his life, to which we must adcnowled^ tnir 
indebtedness for some of the information given here, is to be found in J. H. Madcay*s 
Mm mn Lehm und sHn Werk (Berlin, 1898), Stimerk real name was Kai^ 

Schmidt. Bom in 1806 at Bayreuth, in Bavaria, died at BorBn in extreme poverty 
nnd wretche^ess in 1856. For an account of the *Ueft Hegelian school** and qC 
Sdmer himielf see the very intonesting articles of Saint-Rem^ Taillandier pubSdied 

Rmmiks ^imMond$s^ 
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mmustakably his to-day, it was seen that in Stimer he had a precursor, 
although Stimer^s works probably remained quite unknown to 
Nietzsche himself, with the result that Stimer has since enjoyed post- 
humous fame as the earliest immoraliste. A few words only are neces- 
sary to show the difference between his doctrines and those of Proudhon, 
Bakunin, and Kropotkin.^ 

I: STIRNER^S PHILOSOPHICAL ANARCHISM AND THE 
CULT OF THE INDIVIDUAL 

Stimer^s book was written as the result of a wager. The nature of 
Ae drcuxnstances and the character of the epoch that gave birth to it 
were chiefly these. Stimer was a member of a group of young German 
Radicals and democrats whom Bruno Bauer had gathered round him 
in 1840. They drew their inspiration from Feuerbach, and accepted 
the more extreme views of the Hegelian philosophy. Their ideal was 
the absolute freedom of the human spirit, and in the sacred name of 
liberty they criticized everything that seemed in any way opposed to 
this ideal, whether nascent commtmism, dogmatic CSiristianity, or 
absolute government. The intellectual leaders of the German Revolu- 
tion df 1848 were drawn from this group, but they were soon swept 
aside in the peaction of 1850. A few of them who were in the habit of 
meeting regularly in one of the Berlin restaurants assumed the name 
die Freien. Marx and Engels occasionally joined them, but soon left 
m di^fust. A joint pamphlet by them, which bears the ironical title of 
The Holy Family, is supposed to refer to Bauer and his friends. A few 
of the German Liberal econtaiists, including Julius Faucher among 
others, paid occasional visits to die Hippd Restaurant. Max Stimer, 
who was one of the most faithful members and a most attentive listener, 
although it docs not seem that he contributed much to the discussion, 
conceived the idea of preparing a surprise for his friends in the form 
of a book in which he attempted to prove that the criticism of the 
supercritics was itself in need of criticism. 

The extreme Radicals who formed the majority of the group were 
still very strongly attached to a number cS abstract ideas wUch to 
Stimer semied little bette* than phantoms. Humanity, Society, the 

^ Some may peiiiaps wonder why Nietzsche is not included, especially as he was 
a Riccesior of Stimer*s. But Nietzsche’s Interests were always exclusively philosophical 
and ethk^. Stimer’s wmk, on the other hand, u mainly social and pditical. We 
have already pelted out that even Stimer’s book has only a rather remote omiiexion 
with economics, and a detailed study of it would be more in keeping with a history 
ofpolitiail ideas. Nietzsche^ work would lead us still fardier afi^l, and would force 
m to oaunine every indivi^ud^ic doctrme as it mipptd tqp. 
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Pure, and the Good seemed so many extravagant abstractions; so 
many fetishes made with hands before whom men bow the knee and 
show as much reverence as ever the faithful have shown towards their 
God. Such abstractions, it seemed to him, possess about as much reality 
as the gods of Olympus or the ghosts that people the imagination of 
childhood. The only reality we know is the individual; there is no 
other. Every individual constitutes an independent original force, its 
only law its own personal interest, and the only limit to his develop- 
ment consists in whatever threatens that interest or weakens its force. 
Every man has a right to say, want to become all that it is within 
my power to become, and to have everything I am entitled to.**^ 
Bastiat had already expressed it as his opinion that there could be no 
conflict of legitimate rights, and Stimer declares that “every interest 
is legitimate provided only it is possible.” “The crouching tiger is 
within his rights when he springs at me; but so am I when I resist his 
attacks.” “Might is right, and there is no right without might.”* 
Grantmg that the individual is the only reality, all those collective 
unities that go by the name of the family, the State, society, or the 
nation, and all of which tend to limit his individuality by making the 
individual subservient to themselves, at once become meaningless. 
They arc devoid of substance and reality.* Whatever authority they 
possess has been ascribed to them by the individual. Mere creatures 
of the imagination, they lose every right as soon as I cease to recognize 
them, and it is only then that I become a really free man. 

I have a right to overthrow every authority, \/\diether of Jesus, 
Jehovah, or G^, if I can. I have a right to commit a murder if I 
wish it — ^that is to say, unless I shun a crime as I would a disease. I 
decide the limits of my rights, for outside the ego there is nothing. . • • 
It may be that that nothing belongs to no one else; but that is some^ 
body clse*s affair, not mine. Self-defence is their own look-out.* 

The workers who complain of exploitation, the poor who are deprived 
of all property, have just one thing which they must do. They must 
recognize the right to property as inherent in themselves and take as 
much of it as they want. 

^ Dir Binzigi mi sem Eign^utm (ed. Rddam), p. 164. * ibuL^ p. SS5. 

* man has a body, and so has this man, and that man, r%ht thrm^ sodetf, 
so that you have a iolUetim if bodtes and not one eoUeOwi Society has sevend 
bodies at its disposal, but has no body of its own. Just like the parahd nodon of a 
nation, thh corporate body is a mere phantom— an idea vdth no omporeal eahtenoe.^ 
(Bfii^ p, 138.) To make the possession of a body the test resSity is surtdy gras 
mateiia&m. At thk rate, law, custom, and language woidd have>to be con^ered 
unreal. A hlstmical fact sudb as a battle or a levoludon has no body, bul hi fast 
consequences are ohoa pa^Mtlde enouc^ 

* iiNit, p. aaa* . ' 
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Hie method of solving the ppblem of poverty is not to 

say to the poor> **Jnst wait patiently imtil a board of guardians shall 
give you something in the name of the community,*’ but **Lay your 
hands upon anything you want and take that.** The earth belongs 
to him who knows how to get hold of it, and having got hold of it 
knows how to keep it. If he seizes it, not only has he the land, but 
he has the right to it as well.^ 

But what kind of a sodety would we have under such conditions? 
It would simply be a ‘Union of Egos,* each seeking his own and join- 
ing the association merely with a view to greater personal satisfaction. 
Present-day society dominates over the individual, making him its tool. 
The ‘ Union of Egos* — ^for we cannot call it a society — ^would be simply 
a tool in the hand of the individual. No scruples would be felt by any- 
one leaving the union if he thought something was to be gained by 
such withdrawal. Every individual would just say to his neighbour, 
“I am not anxious to recognize you or to show you any respect. I 
simply want you to be of some service to me.*** It would be a case of 
beUum omnium contra omnes^ with occasional precarious alliances. But it 
woiild at least mean liberty for all. 

Such strange, paradodcal doctrines are irrefutable if we accept 
Stimer’s ]>ostulates. But we must reject his whole point of view and 
dispute the stress laid upon the individual as the only reality, as well as 
his denial of the reality of sodety. Granting that the individual is the 
only reality, then sodety and the nation arc mere abstractions created by 
man and removable at his pleasure. But that is just the mistake. The 
individual has no existence apart''fix>m sodety, nor has he any greater 
degree of reality. He is simply an daoaent, not a separate entity. His 
existence or non-existence does not depend upon himself. Nor is society 
merely an idea. It is a natural fact. The individual may be quite as 
appropriately described as an abstraction or a mere phantom. 

The fundmnental difference between Stimer and the other anarchists 
who will engage our attention is just this recognition of the reality of 
the social fact which Stimer denies in teto* It also marks the deavage 
between literary and political anarchism.* 

^ Dir Eind^e wti sdn Eigwthmf p. 223. * p. 164 

* la a pamplilet called Les Someam Arpeets du Smedism (Palis, 191^), written by a 
qaaBcallitofilieiuuae<rfBqtfa,tyndiadimandanaiehiiin«recoDtrart^FyoudlK)n*s 
c aa ph a si i upon the reality of sodety beiag adopted as the cnidai test. U^ortunately, 
however, Berth confines his examination to Stimer’i system. Had he applied the test 
to B ak un i n or Kropotkin he %vould have discovered that the emphasis laid by them 
upon the reaBty of sodety cemstitutes the most ordinal in their tl^ory. We 

arrituis driven to die exactly c^postte cemdusion, and ieel bound to admit— M« Barth 
notwidistsaidliig’-'^th^ anarchism and syndicalism in many lespects dosdy resonde 
one another^ Jean Grave, however, as we shdl see later, seems more lavotmbiy 
sndiaed Icnvaids die naive individuai^ of St^^ 
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II: SOCIAL ^AND POLITICAL ANARCHISM AND THE 
CRITICISM OF. AUTHORITY 

Stimer spent hi& life between his study and the Hippel Restaurant, 
the rendezvous of his friends. Bakunin and Kropotkin were men of a 
different stamp, who risked their freedom, and even their lives, 
for the sake of the cause which they had at heart. It is true that the 
seed sown in the mind of the ignorant as the result of their teaching 
often had most deplorable results, but no one can deny the quality 
of courage to cither Kropotkin or Reclus, or withhold from them the 
title of greatness of both mind and character. 

Bakunin was reared in much the same intellectual atmosphere as 
Stimer.^ By birth he belonged to the Russian nobility, and spent the 
earliest years of his life in the Russian army. In 1834, at the age of 
twenty, he resigned his commission in order to devote himself to the 
study of philosophy, and, like Proudhon, Stimer, and Marx, he came 
under the universal spell of Hegel. In 1840 he proceeded to Berlin, 
where he became acquainted with the school of young Radicals of 
whom we have already spoken. From 1844 to 1847 we find him in 
Paris, where he used to spend whole nights in discussion with Proudhon. 
Proudhon’s influence upon him is very marked, and one constantly 
meets with passages in the writings of ^he Russian anarchist whichiare 
nothing but paraphrases of ideas already put forward by Proudhon 
in the Idie girUraU de la Rholution au XIX^ siicle. The year 1 848 revealed 
to the dilettante nobleman his true vocation, which he conceived to 
be that of a revolutionary. He successively took part in the risings at 
Prague and in the Saxon Revolution at Dresden. He was arrested 
and twice condemned to death, in Saxony and again in Austria, but 
was finally banded over to the Russian authorities, who imprisoned 
him in the fortress of St Peter and St Paul, where an attack of scurvy 
caused him to lose all his teeth. He was exiled to Siberia in* 1857, but 
managed 10 escape in 1861 . Making his way to London, he imdertook 
the direction of a vigorous revolutionary campaign, which was carried 
on in Switzerland, Italy, and France. During the years 1870 and 1871 

^ See Bakuninas written by his friend James Guillaume, included in die two* 
volume edition ci his works; or the notice of him prefaced by Dragomanov to his 
volume Mickail Bakmtms Briefwedwl mit Hm/m und Qgar^ (Soittgast, 

1895). A fairly full biogra^y was written by Nettlau, but not published; a of 
the MS. may be seen in the Biblioth^ue Nationale at Paris. See aho M. Lagardelle^i 
article cm Bakunin in the Bma polUi^ tt parUtmrOain { Bidmnin’s wmrks have 
been published in French in four w>lumes, the hist of which was issued in 
the other three in 1907, 1908, and 1909 respectively (Paris, Stock). Scmie ^ hb 
vailing^ Imwcver, ate not induded among tbeic-ns.g., the SUUuta ^ Hu hM mwtlfe w ef 
AIUmu$fitSoM0$mocraiiy, 
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he successfiiily planned a popular rising at Lyons. Bernard lazare has 
graphically described him as 

a hirsute giant with an enormous head which seems larger than it 
really is because of the mass of bushy hair and untrimmed beard 
which surrounds it. He always slee^ rough, has no roof above 
him, and no homeland which he can call his own, and like an 
apostle is always prepared to set out on his sacred mission at any 
hour of the night or day. 

The most striking fact in hk history was his rupture with Karl Marx 
at the last International Congress, held at The Hague in 1 872. Bakunin 
joined the International in 1869. Disgusted with the pontifical 
tendencies of the General Council, which was entirely under the heel 
of Marx, he proposed a scheme of federal organization under which 
each section would be left with considerable autonomy. The Jura 
Federation supported his proposals, and so did several of the French, 
Belgian, and Spanish del^ates, as well as all the Italian. But he was 
expelled fi:om the International by Marx’s own friends. The official 
rupture between Marxian socialism and anarchy, grown to consider- 
able proportions since, dates firom that very moment. That Hague 
congress marks also the end of the International. Marx soon after- 
wards transferred the centre of the administration to the United States, 
andlno conference was held afterwards. Bakunin also retired from the 
struggle about the same time, but not before he had set up a new 
association at Geneva, composed of a few faithful friends. In 1876 
Bakunin died at Berne. 

It was in the region of the Jura, in the Neighbourhood of Neuchitcl, 
whoT Bakunin had still a few followers among the extremely indi- 
vidualistic but somewhat mystical population of those parts, that 
Kropotkin in the course of a short stay in the district in 1872 imbibed 
those anarchist ideas to the propagation of which he so strenuously 
devoted his life.^ Although personally unacquainted with Bakunin, 
Kropotkin must be regarded as his direct descendant. 

returned from that journey with very defrnite sociological theories in my 
min d which I have ever since cherished, and I have done everything I can to give 
them a more dear and a more concrete caquessum*** Kropotkin’s prindpatworks are: 

d*m BiodU <1884); In Russian and Frmch Ptisans (1887); La dnquSte du pain 
(l8!i8; Eng}, trans. 1906); Ths S$akf its Pm in HisUny ( 1898) ; Pidds^ Pactoms^ and Watk*‘ 
skapt (1899); Memoirs qf a Rmfobdhmst (1900); Mutual Aid (1909). He has also pub- 
H^ed a lati^ number of pan^shlets, them VAnastdtki sa phUosatdni^ son Md 

(1898). Om quotations are taken frxim Eltzbacher^s Der Anmhumm^ a wodk that 
eoikii t i almost entirdy of quotations from the various anarchht au^on, groiqped 
under a frw headings. rdmnces are to tibe French translation, 1902^ — ^Tr.] 
These wi^en^ and Kltqsotkin atnm^ them) have readily reoegnised die impariklity 
ofdiewoiiE, 
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Prince Kropotkin also was a Russian aristocrat, and he, like his 
master, joined the army after a short period of study. He attracted 
public notice firat of all as the author of several remarkable works deal- 
ing with natural history and geography, which showed him to be a 
confirmed disciple of Darwin. But science was by no means his only 
interest. By 1871 Hegelian influence was on the wane in Russia, and 
the more thoughtful of the younger generation turned their attention 
to democracy. The new watchword was, “Go, seek the people, live 
among them, educate them and win their confidence if you want to 
get rid of the yoke of autocracy.’’ Kropotkin caught the inspiration. 
He himself has told us how one evening after dinner at the Winter 
Palace he drove off in a cab, took off his fine clothes, and, putting on 
a cotton shirt instead of his silk one, and hoots such as the peasants 
wore, hurried away to another quarter of the city and joined a number 
of working men whom he was trying to educate. But his propaganda 
proved short-lived, for one evening when he was leaving the head- 
quarters of the CJeographical Society, where he had just been reading 
a paper and had been offered the presidency of one of the sections, he 
was arrested on a chai^ of political conspiracy and imprisoned in the 
fortress of St Peter and St Paul. He managed to escape in 1876, and 
found refuge in England. Afterwards he was wrongfully condemned 
to three years’ imprisonment at Clairvaux on account of his supposed 
complicity in an anarchist outbreak which took place at Lyons in 
1884. But there was something extraordinary about a prisoner who 
could get the libraries of Ernest Renan and the Paris Academy of 
Sciences placed at his disposal during his term of imprisonment to 
enable him to pursue his scientific investigations. During his previous 
imprisonment in Russia the Geographical Society of St Peters- 
bmg had extended him a similar privilege. Afterwards Kropotkin lived 
in England, which he left after the Bolshevik Revolution to return to his 
country. 

The best-known French anarchists, £lis6e Redus, the geographer, 
and Jean Grave, simply reproduce Kroj^tkin’s ideas, with an occa- 
sional admixture of Bakunin’s or Proudhon’s.^ 

Our concern is with the expression of anarchist ideas as we find them 
in the best-known writers of the school. Consequently we must pass 
over the very striking but immature formulae which are not infrequently 
to be met with in the works of more obscure writers.* 

^ O', VJSvohamt k T^vokUm, et VidM by &i36e Redus (Pads, 1898), 

and La SaaUid by Jean Grave (1895). 

* On Jlie position d anarchist ideas in France at that time see R« de Marmande, las 
Ferns fMaihimakss m Fram^ in the GramU Rum, Augu^ ^0, 1911. 
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Here s^ain the distinguishing features are the emphans laid upon 
individual rights and a passion for the free and full development of 
personality, which, as wc have seen, was the keynote of Stimer’s 
system. ** Obedience means abdication,” declares £lis^ Reclus.^ 
” Mankind’s subjection will continue just so long as it is tolerated. I 
am ashamed of my fellow-men,” writes Proudhon in 1850 from his 
prison at Doullens.* ”My liberty,” says Bakunin, ”or what comes to 
the same thing, my honour as a man, consists in obeying no other 
individual and in performing only just those acts that carry conviction 
to me.”* Jean Grave declares that society can impose “no limitations 
upon the individual save such as are derived from the natural condi- 
tions imder which he lives.”* 

But this cult of the individual which is present everywhere in 
anarchist literature rests upon a conception which is the direct anti- 
thesis of Stimer’s. To Stimer every man was a unique being whose 
will was his only law. The anarchists who follow Proudhon, on the 
other hand, regard man as a specimen of humanity, of some- 
thing superior to the individual. “ What I respect in my neighbour is 
hk manhood,”* wrote Proudhon. It is this humanity or manhood 
that the anarchist would have us respect by respecting his liberty, for, 
as Bakunin declares, “ liberty is the supreme aim of all human develop- 
ment.”* It is not the triumph of the egoist but the triumph of humanity 
in the individual that the anarchists would seek, and so they claim 
liberty not merely for themselves but for all men. Far from wishing 
to be served by their fellow-men, as Stimer desired, they want equal 
respect shown for human dignity wherever found, ' “Treat others as 
you would that others should treat you imder similar circumstances,”^ 
writes Kropotkin, employing Kantian and even CJhristian phraseology. 
Bakunin, a faithful disciple of Proudhon’s, considered that “all 
morality is founded on human respect, that fa to say, upon the recogni- 
tion of the humanity, of the human rights and worth in all men, of 

« 

^ V&duHon^ la rivolulum, $i VuUal muarefuguet p. 88; and he adds: *‘Our ideal 
Implies the fiillett and most absolute liberty of expnmon of t^inion on all matters 
sduusoever. It further involves cmplete fVeedom to follow one’s own inclinations 
or 10 do as one lilces*’ (p. 143), with tl^ dngle provho: that the individual is th<^by 
devdoping a healthy mmal Ufe** (p. 141). 

i Etrtract ftom publiahed in Ls F^arOf January 16, 1909. 

* (Bmfntp Vol. I, p. a8i. 

* Jean Crave, La SocUti fiOurif p. 157. Cf, also p. 199: **No individual must accept 
any restdctipii that will check hfa devek^pment, nor must he submit to the ydte of 
audicaity under any pretence vdiatsoever.** 

^ JuOke 4 bm k Vol. 1 , p. 1^ 

* IkkmMi iEmmf Vol. I, p. 

^ Qpoted by Eltriiacher, p. 199. 
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whatever race or colour, degree of intellectual or moral development”;^ 
and he adds that 

the individual can only become free when every other individual is 
free. Liberty is not an isolated fact. It is the outcome of mutual 
goodwill; a principle not of exclusion, but of inclusion, the liberty 
of each individual being simply the reflection of his humanity or <rf 
his rights as a human being in the conscience of every free man, his 
brother and equal.* 

This idea of humanity, which the latest anarchists owe to Proudhon, 
is not simply foreign to Stimer, but is just one of those phantoms 
which Stimer was particularly anxious to waylay.® 

Along with this extravagant worship of individual liberty goes a 
hatred of all authority. Here the political anarchists join hands with 
Stimer. For the exercise of authority of one man over another means 
the exploitation of one man by another and a denial of his humanity. 
The State is the summation of all authority, and the full force of 
anarchist hatred is focused upon the State. No human relation is too 
sacred for State intervention, no citizen but is liable to have, his con- 
duct minutely prescribed by law. There arc officers to apply the law, 
armies to enforce it, lecturers to interpret it, priests to inculcate respect 
for it, and jurists to expound it and to justify everybody. Thus has^‘ 
the State become the agent par excellence of all exploitation and oppres- 
sion.* It is the one adversary, in the opinion of every anarchist — ^^‘the 
sum total of all that negates the liberty of its members.” “It is the 
grave where every trace of individuality is sacrificed and buried.” 
Elsewhere, “it is a flagrant negation of humanity.”® Bakunin, who in 

^ Bakunin, GEums^ Vol. I, p. 281. ‘*I can be really free when those around me, 
both men and women, are also free. The liberty of others, far from limiting or 
negating my own, is, on the contrary, its necessary condition and guarantee.** 

* /Md., VoL I, p. 277. 

®The idea cd xe^>ecting man’s humanity is vigoroufly ciittdaed by Stimer. 
Proudhon is expressly mentioned as the chief representative of that view. The 
principle was al^ regarded with some favour by Feuerbach, who wanted to substi- 
tute emi^iasis upon the human in man for die stress generaUy laid upon die divine 
in his nature. 

* Proudhon is the model here. “To be governed,” says he {Id^ gMreiU de la 

BdooluHm) **is to have every deed of ours, every action and movemmt, noted, 
registered, reviewed, docl^ted, measured, filed, assessed, guaranteed, licensed, 
authmiaed, recommended, prohibited, checked, reformed, redressed, corrected; 
under pretence of public policy, to be taxed, dragooned, imprisoned, eiqildited, 
cajoled, fenced, cheated, robbed; at the least sign of resbtance or complaint to be 
repressed, conricted, vilked, vexed, hunted, mauled, mmdered, stripped, j^srrotted 
imprisoned, shot, slaugiuered, judged, condemned, deported, sacrificed, sold, 
betrayed, and finally mocked, flouted, outraged and dishemoured. That is gomn^ 
tnent, its justification and morafity.” 

* Baltimiii, VoL I, 227, 151* 
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this matter as well as in many others is a follower of Bastiat^ speaks of 
it as “the visible incarnation of infuriated force.” That is enough to 
label it for ever with the evil things of life, for the aim of humanity is 
liberty, but force is “a permanent negation of liberty.”^ 

A necessary agent of oppression, government always and inevitably 
becomes the agent of corruption. It contaminates everything that 
comes into contact with it, and the first to show signs of such contamina- 
tion are its own representatives. 

The best man, whoever that may be, whatever degree of intelli- 
gence, magnanimity, and purity of heart he may have, is unavoid- 
ably corrupted by his trade. TTic person who enjoys any privilege, 
whether political or economic, is intellectually and morally a 

• depraved character. 

So Bakunin thought,^ and £lis6e Redus writes in a similar strain. 
“Every tree in nature bears its own peculiar fruit, and government, 
whatever be the form it take, always results in caprice or tyranny, in 
misery, villainy, murder, and evil.”* The governing classes are 
inevitably demoralized, but so are the governed, and for just the same 
reasons. Government is a worker of evil even when it would do good, 
for “the good whenever it is enjoined becomes evil. Liberty, morality, 
real human dignity consists in this, that man should do what is good 
not because he is told to do it, but simply because he thinks that it 
really is the best that he can ever wish or desire.”^ 

It matters little what form government takes. Absolute or constitu- 
tional monarchy, democratic or aristocratic republicanism, govern- 
ment on the basis of a universal or a restricted suffrage, are all much 
the same, for they all presuppose a State of some sort. Authority, 
whether of a despot or of the majority of the community, is none the 
less authority, and implies the exercise of a will other than the indi- 
vidual’s own. The great error committed by all the revolutions df the 
pa$t has been this: one government has been turned out, but only to 
have its place usurped by another. The only true revolution will be 
that whidb will get rid of g^emment itself-— the fount and origin of 
all authority. 

$till closer scrutiny reveals the interesting fact that the State, which 
is naturally oppremyt^ gradually becomes employed as the instrument 
for ihc sulgugation of the weak by the strong, Ac poor by the rich. 
It was Ad^ Smith who ventured to declare that “civil government 
. . ^ is in reedity instituted for the ddfence of the rich agamst the poor, 
or of those who'have some property against those who have none at 

* Batnink, Vd. I, p. Ses8. • VoL I, p. 176; Vd. Ill, p. 53* 

^ V6Mbii^kHmM9n,HVIdki^ 164. ^ Bikiiain, Vd. 



SOCIAL AND POLITICAL ANARCHISM 621 

Pages of anarchist Uteratiirc simply consist of elaborate para« 
{dirases of this remark of Smith’s. 

Kropotkin thinks that every law must belong to one or other of three 
cat^ories. To the first category belong all laws concerned with the 
security of the individual; to the second all laws concerned with the 
protection of government; and to the third all those enactments where 
the chief object in view is the inviolability of private property.* In 
the opinion of the anarchist, all laws might more correctly be placed 
under the last category only, for whenever the safety of the individual 
is in any way threatened it is generally the result of some inequality of 
fortune,® Indirectly, that is to say, the attack is directed gainst 
property. The real function of government is to defend property, and 
every law which is instrumental in protecting property is also effective 
in shielding the institution of government from attack. 

Property itself is an organization which enables a small minority of 
proprietors to exploit and to hold in perpetual slavery the masses of 
the people. In this instance the anarchists have not made any weighty 
contribution of their own, but have merely adopted the criticisms of 
the socialists.* Proceeding id the usual fashion, they point to the 

^ Wealth of Nations, Vol. II, p. 207. Cf si^tra, p. 95, footnote. Adam Smith, it is 
true, did write that **civi] government, so far as it is instituted for the security of 
property,** etc.; but that docs not imply that the great economist regarded this as the 
only object of government, although it certainly is one of its chief aims. 

* '*The million and one laws that govern humanity naturally fall into one or other 
of three categories: laws for the protection of fnoperty, of government, or of indi- 
viduals. If we take these three divisions and anal^ them we are inevitably forced 
to realize how futile and even injurious all legislation is.’* (Memoirs of a Revolutionist, 
p. *36.) 

* ’^Society itself is every day creating beings imbued with anti-sodal feelings and 
incapable of leading honest, industrious lives.” (Kropotkin, quoted by Eltzbacher, 
op, cit., p. 221.) **^ing that the organization of society is always and everywhere 
^e one cause of all the crimes committed by men, its conduct in punishing criminals 
is deady absuid <ur obviously insincere. Every punishment implies guilt, but die 
criminals in this case are never guilty. We deny the so-called right of society to 
bestow punishment in this arbitrary fa^on. A human being is simidy the imwiUing 
product of the natural or social environment in which he was bom and reared and 
under whose inftuence he still remains. The three great causes of human inunoraUty 
are inequality, whether political, economic, or social; ignorance, which is its nsuural 
result; and slavery, its inevitable consequence.” (Bakunin, Programme de VAUumee. 
mtemoHoiude de la DimocraHe sodaliste, in So^-poURscher Britfwedtsel, pp. 33 ^^ 33 *) 

« ”Propeity and want are the great incentives to crime. But i£ i^ecdve sodety^ 
organizadmi b the cause of crime, an improvonent in organizadon dioukl a 
dimppearance of crime.” (Jean Grave, La SocUR future, pp. 137-138*) 

* ”Is it necessary,” asks Bakunin, ”to repeat the arguments of socialism, which 
are sttU unansweral^ and vduch no bourgeois economist has ever attempted to dis- 
prove? What ate we to make property and capital as they exist at d» fueseni 
moment? In both cases it ixactically means a right or a power guaranteed and 
protected by society lo live without %vorking; ai^ since property and capi^ipMuce 
absolutely nothing uhleM fertUized by labour* it nuums power and the.ri^ to five 
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miserable wages which are usually paid to the workm, and show how 
the masters always manage to reserve all the leisure^ all the joys of 
existence, all the culture and other benefits of civilization for them- 
selves. Private property is of the essence of privilege — ^the parent of 
every other kind of privilege. And the State becomes simply the 
bulwark of privilege. ‘^Exploitation and government,” says Bediunin, 
^‘are correlative terms indispensable to political life of every kind. 
Exploitation supplies the means as well as the foundation upon whidi 
government is raised, and the aim which it follows, which is merely 
to l^alize and defend further exploitation.”^ “Experience teaches 
us,” says Rroudhon,* “that government everywhere, however popular 
at first, has always been on the side of the rich and the educated as 
against the poor and ignorant masses.”® 

Whether the extinction of private property, which would firce the 
worker firom the dai^er of being exploited by the rich, would also 
render the State unnecessary is a question upon which the anarchists 
are not agreed. Proudhon, we remember, hoped by means of the 
Exchange Bank to reduce the right of property to mere possession. 
Bakunin, on the contrary, was under the spell of the Marxians, and, like 
a true collectivist, he thought that all the instruments of production, 
including land, should be possessed by the community. Such instru- 
ments should always be at the disposal of groups of working men 
expert in the details of agriculture or industrial production, and such 
workers should be paid according to their labour.^ Kropotkin, on the 
other hand, regarded communism as the ideal and looked upon the 
distinction drawn by the collectivist between instruments of production 
and objects of consumption as utterly futile. Food, clothing, and fuel 
were quite as necessary far production as machinery or tools, and 
nothing was gained by emphasizing the distinction between them. 
Social resources of every kind should be fireely placed at the disposal 
of the workers.* 

upon tbe labour of others ami to exploit tht labour of those %d)o have neither property 
nor capital and are compelled to their productive force to the fortunate owner cf 
the one or ocher of these.” CJf, Kropotkinas Conquest Breads p. 56: ” Multiply examples, 
dsoose them where you will, coosi^ the origin of all fortunes, large or sms^, whether 
addng out of commerce, finance, mami&ctures, or the land. Everywhere you will 
find that die wealth of tbe w^^y s{mngs fiom the pova*ty of the poor.” In this 
s en t e n ce be sums up a kmg demonstration which he gives in proof of this contention. 

^ Bak un in , (Etwres, Vol. 1 , p. 324. 

^Idk de k iig. 

is simply an instrument invented for the 'maintenance of eiq[>ioitatimi and 
the domuiatkm<^ die Idle rich over the tmling masses. Its sole missimi Is the parpetua- 
don of e aj pte ltado n.” (Kropockhi, Metmnn of o Boo^utiomst, p. 235.) 

* Bidesmin, de rA^meSf in Bri^pmhseli p. 339. 

*Kr 0 p(sd^Cotitmdqf Brenda pp« 




SOCIAL AND POLITICAL ANARCHISM 623 

But the State and the institution of private property by no m^ms 
exhaust the list of tyrannies. Individual liberty is as little compatible 
with irrevocable vows — that is, with a present promise which binds 
for ever the will of man — as it is with submission to external authority. 
The present marriage law, for example, violates both these conditions. 
Marriage ought to be a free union. A contract freely entered upon and 
deliberately fulfilled is the only form of marriage that is compatible 
with the true dignity and equality of both man and woman.^ A firee 
and not a legal contract is the only form of engagement whidi the 
anarchists recognize. Free contract between man and wife, between 
an individual and an association, between different associations 
pursiiing the same task, between one commune and another, or 
between a commune and a whole country. But such engagements 
must always be revocable, otherwbe they would merely constitute 
another link in the chain that has shackled hiunanity. Every contract 
that is not voluntarily and frequently renewed becomes tyrannical 
and oppressive and constitutes a standing menace to human liberty. 
^‘Because I was a fool yesterday, must I remain one all my life?”* 
asks Stimer; and on this point Bakunin, Kropotkin, Reclus, Jean 
Grave, and even Proudhon are agreed. 

To regard their social philosophy as nothing but pure caprice 
because of the wonderful faith which they had in their fellow-men 
would, however, be a great mistake. 

Notwithstanding the merciless criticism of authority of every kind, 
there was still left one autocrat, of a purely abstract character, perhaps, 
but none the less imperious in its demands. This was the authority 
of reason or of science. The sovereignty of reason was one of the 
essential features of Proudhon’s anarchist society.* What Proudhon 
calls reason Bakunin refers to as science, but his obeisance is not a 
whit less devotional. ” We recognize,” says he, 

the absolute authority of science and the futility of contending with 

natural law. No liberty is pc^ible for man unless he recognh»t this 

* **The axuurhists want to see free unions established, resting upcm mutual i^fecdon 
and based upon respect for one’s self and for the dignity of others. And in that 
sente, in their desire to show respect and afiectimi for all the members the associa- 

they are tnimiad to the family.** (£lis6e Reclus, op* dr., pp. 143-^146.} 

* Dif p. srap. 

* Cf* I 4 k gMrali d$ ia Mvoktion, p. 281, and p. 342: “Revolution follows revdadon. 
Reasira aid^ by experience reveals to us the nature of the laws whkh govern society 
as well as nature, wk which In both coses are simply die laws of necessity. Tliey are 
neither made by man nor imposed by his authority. They have only been dh^jovered 
itep by step, which is a proof of their independent existence. By obeying them a man 
becomes just and noble. Violation ofthemconsdtutes injustice and sin. Icanauggest 
ao odior tm^ve human actions.’’ 



THE ANAHGHtSTS 


6^4 

and seek to turn this law to his own advantage. No one except a 
fool a theologian) or perhaps a metaphysician, a jurist, or a 
bourgeob economist, would revolt against the mathematic^ law 
which delates that 2 42=4, 

Hie utmost that a man can claim in this matter is that ^*he obeys the 
laws of nature because he himself has come to regard them as neces- 
sary, and not because they have been imposed upon him by some 
external authority.”^ 

Not only does Bakunin bow the knee to science, but he also swears 
aUegiance to technical or scientific skill. 

In the matter of boots I am willing to accept the authority of the 
shoemaker; of clothes, the opinion of the tailor; if it is a house, a 
canal, or a railway, I consult the architect and the engineer. What 
I respect is not their office but their science, not the man but his 
knowledge. I cannot, however, allow any one of them to impose 
upon me, be he shoemaker, tailor, architect, or savant. I listen to 
them wiUingly and with all the respect which their intelligence, 
character, or knowledge deserves, but always reserving my undis- 
puted right of criticism and control.* 

Bakunin has no doubt that most men willingly and spontaneously 
acknowledge the natural authority of science. He agrees with Descartes 
and employs almost identical terms* when he declares that “common 
sense is one of the commonest diings in the world.” But common 
sense simply means “the totality of the generally recognized laws of 
nature.” He shares with the Physiocrats a belief in their obviousness, 
and invokes their authority whenever he makes a vow. He is also 
anxious to make them known and acceptable of all men through the 
instrumentality of a general system of popular education. The moment 
they are accepted by “ the universal conscience of mankind the qu^tion 
of liberty will be completely solved.”* Let us again note how redolent 
all this is of the rationalistic optimism of the eighteenth century, and 
how closely liberals and anarchists resemble one another in their 
absolute faith in the “sweet reasonableness” of mankind. Bakunin 
only differs firom the Physiocrats in his hatred of the despot whom they 
had enthroned. 

A society of Sree men, perfectly autonomous, each obeying only him- 
but subservient to the authority of reason and science — such is 
th^ kieal which the anarchists propose, a preliminary consideration 
arf in tadnatkm being the overthrow of every established authority. 

1 (Bmei, VoL III, p. 51. * Ibid,, VoL III, p. 55. 

* ^In feswrai we may lay diat man’s general hfe is almost oitlrdy governed by 
wluu we eaO good sense.” (Bid., VoL III, p. $0.) 

*iKiL,VoLni,p.5i- 



MUTUAL AID 625 

"No God and no master/* says Jean Grave; "every one obeyii^ fais 
ownwilL*’^ 


III: MUTUAL AID AND THE ANARCHIST 
CONCEPTION OF SOCIETY 

At first sight it might seem that a conception of social existence 
which would raise every individual on a pedestal and proclaim the 
complete autonomy of each would speedily reduce society to a number 
of independent personalities. Every social tie removed, there would 
remain just a few individuals in juxtaposition, and society as a ^collec* 
tive being’ would disappear. 

But it would be a grievous mistake to conceive of the anarchist ideal 
in this light. There is no social doctrine where the words ‘solidarity’ 
and ‘fraternity* more frequently recur. Individual happine^ and 
social well-being are to them inseparable. Hobbes’s society, or Stimer’s, 
where the hand of every one is against his brother, fill the anarchists 
with horror. To their mind that is a faithiul picture of society as it 
exists to-day. In reality, however, man is a social being. The individual 
and society are correlative: it is impossible to imagine the one without 
thinking of the other. 

No one has given more forcible expression to this truth than Bakunin; 
and this is possibly because no one ever had a keener sense of social 
solidarity. "Let us do justice once for all,” he remarks, 

to the isolated or absolute individual of the idealists. But that indi- 
vidual is as much a fiction as that other Absolute — God. . . . Society, 
however, is prior to the individual, and will doubtless survive him, 
just as Nature will. Society, like Nature, is eternal; bom of the womb 
of Nature, it will last as long as Nature herself. . . . Man bcx:omes 
human and develops a conscience only when he realizes his humanity 
in society; and even then he can only express himself through the 
collective action of society. Man can only be freed fix)m the yoke 
of external nature through the collective or social effort of his fidlow- 
men, who during their sojourn here have transformed the surface 
of the earth and made the further development of mankind pc^ible. 
But fireedom from the yoke of his own nature, firom the tyraimy of 
his own instincts, is only possible when the bodily senses are con- 
trolled by a well-train^, well-educated mind. Educadmi and train- 
ing are essentially social functions. Outside die bmimls of ^xriety, 
man would for ever remain a savage beast.* 

Whether we read Proudhon or Kropotkin, we always meet with the 
same emphasb on the reality of the sodal beii^, on the pre-existence 
of the State, or at least of its necessary coexistence, if the individual 
^ Ib 30S. * Balnmia, VoL 1, j>p* 298,28^2^1^ 
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is ever to reach full development* It is true that there are a few 
anarchists, such as Jean Grave, who still seem to uphold the old futile 
distinction between the individual and society, and who conceive of 
society as made up of individuals just as a house is built of bricks. 

But is there no element of contradiction between this idea and the 
previous declaration of individual autonomy? How is it possible to 
exalt social life and at the same time demand the abolition of all 
traditional social links?^ 

The apparent antinomy is resolved by emphasizing a distinction 
which Liberalism had drawn between government and society. Society 
is the natural, spontaneous expro^ion of social life. Government is 
an artificial organ, or, to change the metaphor, a parasite preying 
upon sodety.* Liberak firom the days of Smith onward had applied 
the distinction to economic institutions; the anarchists were to apply it 

^ Batimin <m ha death-bed confessed to his friend Reichel that **all his philosophy 
had been built upon a false ibundatipn. All was vitiated because he had begun by 
taking man as an individual, whereas he is really a member of a collective whole** 
(quoted by Guillaume, (Euvres^ preface to Vol. 11 , p. 6o). In his Philosophie du Pmgris 
(tEuorar, Vol. XX, 36-38) Proudhon writes as follows: **A 11 that reason knows 
and maintains is that the individual, like an idea, is really a group. All existence is 
in groups, and whatever forms a group also forms a unit, and consequently becomes 
perceptible and is then said to exist. In accordance with this gener^ conception of 
being, I think it posrible to prove the existence of positive reality and up to a certain 
point to demonstrate the laws of the social being or of the humanitarian group, and 
to establish a proof of the existence of an individuality superior to collective man and 
stHl quite other and different from his individual self.’* The same idea frequently 
comes up in different connexions, e.g., in the PtUt Catdehisme polUiqut at the end of 
VoL J oi La JfusHee dans la Rivohd/^ and in Idde gMrale de la 

Kropotkin thinks that man has always lived in society of one kind or another. ** As 
ikr back as we can go in the pahro-etbnology of mankind, we find men living in 
iockties, in tribes similar to diose of the highest mammals.” {Mutual Aid, p. 85.) 
”Man did not create society; society is older than man.” ( TTte Stale, its Histark Rale, 
p. 6; London, 1898.) Jean Grave, on the other hand, thinks that **the individual was 
prior to society. the indtviduai, and there will be nothing lefr of society. Let 

the asBodatson be dissolved and the individuals scattered, they will fare badly and 
will possildy return to savagery, their faculties will decay and not progress, but still 
they will continue to exist.” {La Sodetdjuiure, pp. 160-162.) Grave’s view is essentially 
Ins own and does not square with those of either Krqpotkin, Bakunin, or Proudhon, 
the real founders anarchy. It is, moreover, quite obvious that their themks are 
really much nearer the truth, for it is as Impossible to conceive of society mthout 
die Indtviduai as it is to conceive of the individual without society. The individual, 
ai B a kunin emphatically declares, Is a fiedon, txr an abstraction, as Walras would 
mf. Many pteople Bad it difScult to accept diis doctrine. But it seems the only one 
diat tallies with the facts, whether td nature or <d history. We can no more imagine 
die indivklual without sockty than we can a fish without water. Deprived water, 
h Is not oqly ksi of a frsh, but it b no kmgm* a 6sh at all--«ccept a dead mie. 

^ Bastsat ^eaks ai this errexr of confusing government and society as being the 
worst that ever befallen the sdenee. The State problem he de&ies as fellows; 
^*How to Inscribe uuthin the great circle which we call sodety that other cirde called 
Duoeyer in to many wottb eaq y res s c s the same idea. 
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to every social institution* Not only the economic but every form of 
social life is the outcome of the social instinct which lies deep in the 
nature of humanity. This instinct of solidarity urges men to seek the 
help of their fellow-men and to act in concert with them. It is what 
Kropotkin calls mutual aid, and seems as natural to man and as neces- 
sary for the pr^ervation of the species as the struggle for existence 
itself. What really binds society together, what makes for real cohesion, 
is not constraint (which, contrary to the time-honoured belief of the 
privileged classes, is really only necessary to uphold their privileges), 
but this profound instinct of mutual help and reciprocal friendship, 
whose strength and force have never yet been adequately realized. 

There is in human nature,’’ says Kropotkin, ^‘a nucleus of social 
habits inherited from the past, which have not been as fully appre- 
ciated as they might. They are not the result of any restraint and 
transcend all compulsion.”^ 

Law, instead of creating the social instinct, simply presupposes it. 
Laws can only be applied so long as the instinct exists, and fall into 
desuetude as soon as the instinct refuses to sanction them. Govern- 
ment, far from developing this instinct, opposes it with rigid, stereo- 
typed institutions which thwart its full and complete development* 
To free the individual from external restraint is also to liberate society 
by giving it greater plasticity and permitting it to assume new forms 
which are obviously better adapted to the happiness and prospmty of 
the race.* Kropotkin in his delightful book Mutual Aid gives numerous 
examples of this spontaneous social instinct. He shows how it assumes 
different forms in the economic, scientific, educational, sporting, 
hygienic, and charitable associations of modem Europe; in the munici-. 
palities and corporations of the Middle Ages; and how even among 
animals this same instinct, which forms the real basis of all human 

* Mmms a Rm»UiHomst» Cf, also Paroles (Pm RioolUy p. 221. 

* This idea finds frequent expression with both Redus and Kropotkin. **The fact 
that we have instituted, regulated, codified, and encompassed with constraints and 
penalties, vdth gendarmes and jailers, the larger part of our more or less incoherent 
coUection political, religious, moral and social conceptions of to*day in order to 
enforce them upon the citizens of to-morrow a in itself sufficiently absurd, and it is < 
bound to have contradictory results, life, which b always improving and renewing 
itself, can never submit to regulations wffich have been drawn up in some poriod 
now past.” (Redui^ ciL^ pp. 108-109.) “Anarchist society,” writes Kropotkin, 
“is one to wUch any pre-established, crystallized form of law will always be re{Hig- 
nant. It b also tme v^ch looks for harmony, which can only be temporary and 
fugitive peiiiaps, in the eqtiilibrium between the mass of diffisrent fezrees mid iiffiuenoei 
df every kitid which pursue ffidr course without the slie^test dedeetion, and windi 
because they are quite untrammelled beget reaction and arouse diose activities whicli 
«c favourable to them when they move in the direction of progress.” (VAnan^ 
PP- 17. t?*) 
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societies, has enabled them to overcome the natural dangers *that 
threaten their existoice. 

Anardiist society must not be conceived as a helium omnium oonlra 
omnes^ but as a federation of free associations which every one would 
be at liberty to «itcr and to leave just as he liked. This society, 
Kropotkin tells us, would be composed of a multitude of associations 
bound t<^ther fer all piuposes that demand united action. A federa* 
tion of producers would have control of agricultural and industrial, 
and even of intellectual and artistic, production; an association of 
consumers would see to questions of housing, lighting, health, food, 
and sanitation. In some cases the federation of producers would join 
hands with the consiuners’ league. Still wider groups would embrace 
a whole country, or possibly several countries, and would include 
people employed in the same kind of work, whether industrial, intel- 
lectual, or artistic, for none of these pursuits would be confined to 
some one territory. Mutual xmderstanding would result in combined 
dibits, and complete liberty would give plenty d* scope for invention 
and new methods of organization. Individual initiative would be 
encouraged; every tendency to uniformity and centralization would 
be effectively checked.^ 

In such a society as this complete concord between the general and 
the individual interests, hitherto so vainly sought after by the bour- 
geoisie, would be realized once for all in the absolute fireedom now the 
possession of both the individual and the group, and in the total disap- 
pearance of all traces of antagonism between possessors and non- 
possessing, between governors and governed. Again we note a revival 
of the belief in the spontaneous harmony of interests which was so 
{Nominent a feature of eighteenth-century philosophy.* 

Such an attractive picture of society was bound to invite criticism. 
The anarchists foresaw this, and have tried to meet most of the 
arguments. 

In the first place, would such extravagant fireedom not beget abuse, 

^ Mmoks rf a HiO^nUiomsU 

* Proudhoa had already set the problem at follows: **Caii we find a method of 
transacting businesi that will unite diveigtmt interests and identify individuals with 
fee general weil-bdng, replace the inequality of nature by equality of education, and 
tentove all political and econmme contradiedom; when eafe individual will be at 
once both producer and consumer, dtixen and soverdgn, ruler and ruled; when 
ifeerty wiE always expand without involving any counter-loss; when the wdil-being 
ef ea^fe will s^ow indefinitely without inveiving any damage to fee property, the 
lilKHnr, dr fee rcwxm ci any of his feUow-dtizens, or dt the State itself, without 
weafcenfeg fee interesti he has in emnmem wife ins fellmv-men, without alfenating 
feeir good t^’^nion or destroying feehr affection fer him?** (Idk giniraU^ p* 45O 
Says Jean Otmve: ^^Were soo^ estal^fe^ on natural bates, ts^vidual and gen^ 
Immm umSd never ctmflki.** {Seckidjutun, p. 156.} 
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unjmtifiable repudiation of contracts, crimes and misdemeanours? 
Would it not give rise to chronic instability? and would the con^ 
scientious never find themselves the victims of the fickle and the 
fraudulent? 

The anarchists agree that there may be a few pranks played, or, as "" 
Grave euphemistically calls them, “certain acts apparently altogether 
devoid of logic/’^ But can we not reckon upon criticism and disap- 
proval checking such anti-social instincts? Public opinion, if it were 
once freed from the warping influence of present-day institutions, would 
possess far greater coercive force.* Our present system of building 
prisons, “those criminal universities,’’ as Kropotkin calls them, will 
never check these anti-social instincts. “ Liberty is still the best remedy 
for the temporary excesses of liberty.”® Moreover, such a system 
would enjoy a superior sanction in the possible refusal of other people 
to work with those who could not keep their word.* ^‘You arc a man 
and you have a right to live. But as you wish to live under special 
conditions and leave the ranks, it is more than probable that you will 
suffer for it in your daily relations with other citizens.”® 

But there is still a more serious objection. Were there no com- 
pulsion, would anyone be found willing to work? The host of idlers 
is at the present time vast, and without the sting of necessity it would 
become still greater. Kropotkin remarks that “it is only about the 
sugar plantations of the West Indies and the sugar refineries of Europe 
that robbery, laziness, and very often drunkenness become quite usual 
with the bees.”* Is it not possible that men are just imitating the bee? 

The anarchbts point out that many a so-called idler to-day is 
simply a madcap who will soon discover his true vocation in the fire 

^ La SociitiJuUtrti p. i6. catmot disguise the fact,*’ says Kropotkin, **that If 
complete liberty of thought and action were once given to the individual we should 
see some exaggerations, possibly extravagant exaggerations, our principles.** 
{Memoirs aj a RevoluHomst, p. 413.) 

® **The only great and s^-powerful authority at once rational and natural that we 
can respect is the public spirit of a collective society founded upon equality and soli- 
darity, upon liberty and respect for the human qualities of all its member. It wHl 
be a thousand times more poYt^erfiil than all your authorities, vdiether dtvme^ theo- 
logical, metaphysical, political, or juridical, whether instituted by Churdi or fay 
State; more powerful than all your criminal codes, all your ja^rs and hangmen.** 
(Bakunin, (BtmSf Vol, III, p. 79.) . 

® Mmms a Eet/duimisti p. 414. Thh is also one of the fitvourite doctriw of 
the Libmls. 

* Kn^tkin, Ompust qf Bread, p. 206. 

® Grave, ep. p* 297. Proudhon is even more severe. **By making a Contraei 
you become a monber of the fraternity of fiec men. In case of infringement, 
on theif side or on yours; you are responsible to one another, and the 
might even snvolws excommunication and deatii.** {IdSe gMridi, p. 343.) 
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society of die future^ and will thus be gradually transformed into a 
usdul member of society.^ Moreover, docs not the feet that so many 
people shun work altogether prove that the present method of 
organizing society must be at once cruel and repugnant? The certainty 
. of being confined in an unhealthy workshop for ten or twelve hours 
every day, with mind and body ‘‘to some unmeaning task-work 
given,” in return for a wage that is seldom sufficient to keep a family 
in decent comfort, is hardly a prospect that is likely to attract the 
worker. One of the principal aims of the anarchist regime — ^and in 
this respect it resembles the Phalanstire of Fourier — ill be to make 
labour both attractive and productive.^ Science will render the fac- 
tory healthy, well lighted, and thoroughly ventilated. Machinery will 
even come to the rescue of the housewife and will relieve her of many 
a disagreeable task. Inventors, who are generally ignorant of the 
unpleasant nature of many of these tasks, have been inclined to ignore 
them altogether. “ If a Huxley spent only five hours in the sewers of 
London, rest assured that he would have found the means of making 
them as sanitary as his physiological laboratory.”^ Finally, and most 
important of all, the working day could then be reduced to a matter 
of four or five hours, for there would no longer be any idlers, and the 
systematic application of science would increase production tenfold. 

The wonderful expansion of production under the influence of 
^plied science is a fevourite theme of the anarchists. Krc^tkin has 
treated us to some delightful illustrations of this in his Conquest of 
Bread. He b^ns by pointing out the wonders already accomplished 
by market gardeners living in the neighbourhood of Paris. One of 
these, employing only three men working twelve to fifteen hours a 
day, was able, thanks to intensive cultivation, to raise no tons of 
v^petables on one acre of ground. Taking this as his basis, he calcu- 
lates that the 3,600,000 inhabitants in the departments of the Seine 
and the Seine-et-Oise could produce all the com, milk, vegetables, 
and firuit which they could possibly need in the year with fifty-eight 
half-days’ labour per man. By parity of reasoning he arrives at the 
ONKlurion that twenty-eight to thirty-six days’ work per annum would 

^ our opuuon, wad Q)ealdiig strictly, there it no such thing as a really idle 
pefsjcspu Thare are a few individuals, perhaps, who have not devdoped as diey 
have done and vriiose activity has i^ver found a proper outlet under exkdng 
conditions. In a society where every one would be allowed to choose his own iqphere 
of weak the idlest people would be found doing s<nnething.’* (J. Grave, La SecdU 
ftUmip pp. a^T-ayS.} Krc^tkin writes in the same strain {Cenquest qf Bread, chapter 

^Kropotkin, Memoirs of a RmbtUonist, p. 414; Conquest of Bread, p. 156. Hie 
anarchisti show no dedre to expand the fhalaninhe^ but the family life. 

* Conqie^qf Bread, 
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secure for each family a healthy, comfortable home such as is occupied 
by English working men at the pr^ent time. The same thing applies 
to clothing. American factories produce on an average forty yards of 
cotton in ten hours. 

Admitting that a family needs two hundred yards a year at most, 
this would be equivalent to fifty hours’ labour, or ten half-days of 
five hours each,^ and that all adults save women bind themselves to 
work five hours a day from the age of twenty or twenty-two to forty- 
five or fifty. . . . Such a society could in return guarantee well-being 
to all its members.^ 

£lis6e Reclus shares these hopes. It seems to him that ^‘in the great 
human family hunger is simply the result of a collective crime, and it 
becomes an absurdity when we remember that the products arc more 
than double enough for all the needs of consumers.”* 

Amid such superabundant wealth, in a world thus transformed into 
a land of milk and honey, distribution would not be a very difficult 
problem. Nothing really could be easier. “No stint or limit to what 
the community possesses in abundance, but equal sharing and dividing 
of those commodities which are scarce or apt to run short.”* Such 
was to be the guiding principle. In practice the women and children, 
the aged and the infirm, were to come first and the robust npien last, 
for such even is the etiquette of the soup kitchen, which has become a 
feature of some recent strikes. As to thfe laws of value which are 
supposed to determine the present distribution of wealth, and which 
the economists fondly believe to be necessary and immutable, the 
anarchists regard them as being no concern of theirs. The futility of 
such doctrines is a source of some amusement to them.* 

IV: REVOLUTION 

But how is the beautiful dream to be realized? The way thither, 
firom the miserable wUdemess wherein we now dwell to the Promised 
Land which they have given us a glimpse, lies through Revoludoa 
— so the anarchist tells us. 

A theory of revolution forms a necessary part of the anarchist doo 
trine. In the mind of the public it is too often thought to be the only 
message which the anarchists have to give. We must content ourselves 

* Omqmst Bmd^ p. 130. * p. 133* 

* £lii 6 c Redus, VEvolutm, etc., pp. 136-137- * Cotigmi of p. 83. 

* Cf Grave, La So^ii Juiuro, chapter xiv. La VaUur. The anarchists frequently com- 
plain that their ideas are generally mutilated by the economists. Tp read this duller 
is to realize the amount d intelligence which they display when interinreting thefe 
advexspdm’ doctrines! 
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a very brief r^mnee to it» for the non^oconomic ideas of anarchism 
have already detained us sufficiently long. 

Proudhon is soon out of the running. We have already had occasion 
to refer to his disapproval of violence and revolution. It seemed to 
him that the anarchic ideal was for ever impossible apart fiom a 
change of heart and a reawakening of conscience. But his successors 
were somewhat less patient. To theif minds revolution *seemed an 
unavoidaUe nccesrity fiom which escape was impossible. Even if we 
could ims^ine all the privileged individuals of to-day agreeing among 
thonselves on the night of some fourth of August to yield up every 
privilege which they possess and to enter the ranks of the proletariat 
of tlieir own firee will, such a deed would hardly be desirable. The 
people, says Reclus, with their usual generosity, would simply let them 
do as they liked, but would say to their former masters, “Keep your 
privileges.” 

It is not becaiise justice should not be done, but things ought to 
find a natural equilibrium. TTic oppressed should rise in their own 
strength, the despoiled seize their own again, and the slaves regain 
their own liberty. Such things can only resdly be attained as the 
result of a bitter struggle.^ 

It is not that Bakunin, Kropotkin, or their disciples revel in blood- 
shed or wiricome outbreaks of violence. Bloodshed, although inevitably 
and inseparably connected mth revolution, is none the less r^ettable, 
and should always be confined within the narrowest limits. 

Bloody revolutions arc occasionally necessary because of the crass 
stupidity of mankind; but they are always an evil, an immense 
evil, ana a great misfortune; not only because of their victims, but 
also because of the pure and perfiict character of the aims in view 
of which they arc carried out.* 

‘"The question,” says Kcopotkin,* ”is hot how to avoid revolutions, 
Init how to secure the best results by chedii^ dvil war as far as pos- 
sible, by reducing the number of victims, and by restraining the more 
dai^rous passions.” To do this we must rely upon people’s instincts, 
who, far fiom being sanguinary, ‘*arc really too kind at heart not to 
be very soon di^[usted with cruelty.”* The attack must be directed 

p. 154, Kropotikin says: **Tbo 9 t who wish the of justice, 

tealiy want to put the new ideas into practicei undeistand the necessity hr a 
terrible revolution which would sweep away this esnker and revive the degenerate 
hearts with its invigmttng rush, bringing back habits of devotion, of self-negation, 
and of hmtes, witiumt which sod^ heoomet vile, degraded, and rotten.** 

*tUopodd^qiscrted%Bltahadser,p. **Kev 0 h^,rmctithtoo^ 

w^oeiie to Wssnagidiiary and cruel the pec^ m n<^ crud. It It the priviksed 
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not against men but against their position^ and the aim must be not 
individuak but their status. Hence Bakunin lays great stress upon 
setting fire to the national archives, and to papers of all kinds relating 
to title in property, upon the immediate suppression of all law courts 
and police, upon the disbanding of the army, and the instant confisca- 
tion of all instruments rf production — ^factories, mines, etc. Kropotkin 
in the Conquest of Bread gives us a picture of an insui^ent commune 
laying hold of houses and occupying them, seizing drapers’ establish- 
ments and taking whatever they need, confiscating the land, cultivating 
it, and distributing its fHX>ducts. If revolutionists only proceeded in 
this fashion, never respecting the rights of property at all (which was 
the great mistake made by the Commune in its dealing with the Bank 
of France during the rising of 1871), the revolution would soon be 
over and society would speedily reorganize itself on a new and indes- 
tructible basis and with a minimum of bloodshed. 

But the tone is not always equally pacific. Bakunin during at least 
one period of his life preached a savage and merciless revolution 
against privilege of every kind. At that time, indeed, he might justly 
have passed as the inventor of the active propaganda which, strenuously 
pursued for many years by a few exasperated fanatics, had the effect 
of rousing public opinion everywhere against anarchism. “ We imder- 
stand revolution,” spme one has remarked, ” in the sense of an upheaval 
of what we call the worst passions, and we can imagine its resulting in 
the destruction of what we to-day term public order.” “Brigandage,” 
it is remarked elsewhere, “is an honourable method of political propa- 
ganda in Russia, where the brigand is a hero, a defender and saviour 
of the people.”^ In a kind of proclamation entitled The Principles of 
Revolution^ which, as some writers point out, oug^t not to be attributed 
to Bakunin, but which at any rate appears to give a fair representation 
of his ideas at this period of his life, we meet with the following words; 
“The present generation should blindly and indiscriminately destroy 
all that at present exists, with this single thought in mind — to destroy 
as much and as quickly as possible.”* The means advocated are of a 

dasses that are cruel. People are ordinarily kind and humane, and will sufiSn* long 
rather than cause others any suffering.” (Bakunin, (Eums^ Vol. HI, pp. 184--1B5.) 
The same idea runs through Sorel*s JR^exions sur kt Viottnes, 

^ Bakunin, Sozud^p^Uischir, pp. 225 and 353. 

^ SodalpKditiseher, p. 361. liie proclamation was addressed to Young Rustia just 
after the Tsar Alescander 11 had accepted the challc^ of liberalism by f ahanci* 
patu^ die serfi. But he immediately |»oceeded to revive the cn^l syiton of eqiioii* 
sge and rejarettion carried out by his father Nicholas 1 , and so roused the in dign i uton 
of the more advanced leadeii, who thought that they had in lum a hero whO;Wo^l4 
open the goldeq gates of libeity. Bakunin at the time was under the inftua^ of an 
unscrupu^in ftmatic of the name NetchaieB^ i^dmse savpige and levoltiigf pap^ 
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most vRiied description: “Poison, the dagger, and the sword . . . 
revolution makes Acm all equally sacred. The whole field is free for 
action.”^ Bakunin had always shown a good deal of sympaAy for Ae 
rede of Ac conspirator. In Ac Statutes of the International Brotherhood^ 
whtdi prescribed Ac rules dl conduct for a kind of revolutionary asso- 
ciation created by Bakunin in 1864, are some passages advocating 
vk^nce which are as bloodcurdling as anyAing contained in 
Netdiaieff’s famous ReDoluHonary Catechism. It is Afficult to find lines 
more lull of violent revolutionary exasperation than Aat passage of 
Ae Statutes of the International Socialist Alliance which forms the real 
programme of Ac anarchists. Since it also seems to us to give a fairly 
fiuthful expression of Bakunin’s Aoughts on Ae matter, it will afford 
a fitting dose to our exposition. 

We want a universal revolution Aat will shake Ac social and 
political, Ae economic and philosophical basis of society, so Aat of 
Ae present order, which is founded upon property, exploitation, 
dominion, and auAoiity, and supported cither by religion or philo- 
sophy, by bourgeois economics or by revolutionary Jacobinism, 
Aere may not be left, either in Europe or anywhere else, a jingle 
stone standing. The workers’ prayer for peace we would answer by 
demanAng Ac freedom of all Ac oppressed and Ac dcaA of every 
one who lords it over Aem, exploiters and guardians of every kind. 
Every State and every Church would be destroyed, togcAcr wiA 
all Adr various institutions, Aeir religious, political, judicial, and 
financial regulations; Ae poUce system, all university regulations, all 
social and economic rules whatsoever, so that the millions of poor 
human beings who are now being cheated and ga^ed, tormented 
and exploitfd, delivered from the cruellest of official directors and 
officious curates, from all collective and inAvidual tyranny, would 
for emee be able to breaAe freely.* 

A discussion of anarchist doctrine lies beyond our province. More- 
over, such sweepir^ generalizations disarm ail criticism. Their Aeories 
are too c^ten the outbursts of paraionate feeling and scarcely need re- 
fhting. Let us, Aen, try to discover Ac kind of influence they have had. 

We are not going to qpeak of the criminal outrs^;es which unfor- 
tunately have resulted frem Aeir teaching. Untutored minds already 
exasperated by want found Aemsdves incapable of resisting Ae tempta- 
tkms to violence in fiice of such doctrines. Sudi deeds, or active propa- 
ganda as Aey call it, can have no manner of justification^ but find an 
eaplanation in Ae extreme ianatidsm Ae auAors. It is not very 

to to aceankm oH crimlnftl deeds tti to name d* revdufioti had completely capti- 
valedltou lata: im he vigofOudyrqaovedsuA sets, and declared tot he tod 
mhtake n. • 

^ Bakmto* Bri^Boedudj p. 361. p»35a. 
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easy to attribute such violence to a social doctrine which, acomling 
to the circumstances, may on the one hand be cemsidered as the 
philosophy of outrage and violence, > and on the other as an id^ 
expression of human fraternity and individual progress. 

The influence of which we would speak is the influence which 
anarchy has had upon the working classes in general. Undoubtedly 
it has led to a revival of individualism and has begotten a reaction 
s^ainst the centralizing socialism of Marx. Its success has been 
especially great among the Latin nations and in Austria, where it 
seemed for a time as if it would supplant socialism altogether. Very 
marked progress has also been made in France, Italy, and Spain. Is 
it because individuality is stronger in those countries than elsewhere? 
We think not. The fact is that wherever liberty has only recently been 
achieved, order and discipline, even when freely accepted, seem little 
better than intolerable signs of slavery. 

An anarchist party came into being between 1880 and 1895. But 
since 1895 it seems to have declined. This does not mean that the 
influence of anarchism has been on the wane, but simply that it has 
changed its character. In France especially many of the older 
anarchists joined the Trade Union movement, and occasionally 
managed to get the control of affairs into their own hands, and under 
their influence the trade unions tried to get rid of the socialist yoke. 
The ConRd^ration g^nirale du Travail took as its motto two words 
that are always coupled together in anarchist literature, namely, 
* Wdfare and liberty.* It also advocated ‘direct action* — that is, action 
which is of a definitely revolutionary character and in defiance of public 
order. Finally, it betrayed the same impatience with merely political 
action, and would have the workers concentrate upon the economic 
struggle. Since the First World War the anarchist movement has 
practically disappeared. 

The prophets of revolutionary syndicalism deny any alliance with 
anarchy. But, despite their protests, it would be a comparatively easy 
matter to point to numerous analogies in the writings of Bakunin and 
I!jrc^x>tkin. Moreover, they admit that Proudhon, as well as Marx, 
has contributed something to the syndicalist doctrine; and we have 
already noted the intimate connexion which exists between Proudhon 
and the anarchists. 

The first resemblance consists in their advocacy of violence as a 
method rf regenerating and pmifying social life. “It is to vit^cnce,*’ 
writes M. Sord, “that socialism owes those great moral victories dial 
have brought salvation to the modem wcarld.**^ The anarchista in a 
similar*&shion liken revolution to the smrm that clears the tfareai^hiuig 
^ m k Vklmt, p. a53. 
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Ay of summer^ making the air once more pure and calm. Kropotkin 
longs for a revolution because it would not merely renew the economic 
ordbr, but would also *^stir up society both morally and intellectually, 
shake it out of its lethargy, and revive its morals. The vile and narrow 
pasdon of the moment would be swept aside by the strong breath of a 
nobler passion, a greater enthusiasm, and a more generous devotion.”^ 
In the second place, moral considerations, which find no place in 
the social philosophy of Marx, are duly recognized by Sorel and by the 
anarchist authors. Bakunin, Kropotkin, and Proudhon esp>ecially 
donand a due respect for human worth as the condition of every 
man’s liberty. They also proclaim the sovereignty of reason as the 
only power that can make men really free. M. Sorel, after showing how 
the new school may be easily distinguished from official socialism by 
the greater stress which it lays upon the |>erfection of morals, proceeds 
to add that on this point he is entirely at one with the anarchists.^ 
Finally, their social and political ideals are the same. In both cases 
the demand is for the abofition of personal property and the extinction 
of the State. ‘^The syndicalist hates the State just as much as the 
anarchist. He sees in the State nothing but an tmproductive parasite 
borne upon the shoulder of the producer and Uving upon his sub* 
stance.”* And Sorel regards socialism as a tool in the hands of the 
wcarkers which will some day enable them to get rid of the State and 
abolish the rights of private property.* “Free producers working in a 
fruitory where there will be no masters”* — such is the ideal of syndical- 
ism, according to Sorel. There is also the same hostility shown towards 
danocracy as at present constituted and its alliance with the State. 

But despite many resemblances the two conceptions are really quite 
distinct. The hope of anarchy is that spontaneous action and universal 
liberty will som^ow regenerate society. Syndicalism builds its faith 
upon a particular institution, the trade union, which it regards as the 
most effective instrument of class war. On this basis there would be 
set up an ideal society of producers founded upon labour, from which 
intellectualism would be banished. Anarchy, on the other hand, con- 
topits itsdf with a vision of a kind natural society, vduch the s^ 
djcalist thinks both illusory and dangerous. 

It has iK>t been alu^c^er useless, perhaps, to note the striking 
anahigy that ext^ betweoi these two currents of thought which have 
had such a profound influence upon the workir^-dass movement 
during emtury, wd whkdi have resulted ina remarkable revival 
ofimlsvhhia&nu 

s» k Violimg p. 

p« 

* y j fcri i wi jwr b V it tmn, in»tt>ductioit. 



Book VI: Predominance of Production 
and Exchange Problems after the 
First World War 

In the preceding Book we have described the progress of economic 
theory and the emergence of social doctrines dming a long period of 
peace that favoured both these things. Since 1914 the theories and 
doctrines that have been developed have borne the marks of war. Just 
as the founders of economics, from Adam Smith to Ricardo and 
J. B. Say, were strongly influenced by the Seven Years’ War and the 
War of American Independence, and still more by the Revolutionary 
and Napoleonic Wars, so too was economic thought between 1914 and 
1939 affected by the great world conflict whose shadow stretched far 
beyond the end of hostilities. Problems just like those that disturbed 
the founders of economics suddenly resumed all their former ui^ency 
and reality, but on an infinitely larger scale. They arose, too, in a 
world that had been transformed in a hundred years by a revolution 
in methods of transport and industrial technique, by an unprecedented 
increase in the population of the world, and by the economic influences 
that were henceforth to be exerted by such powerful new nations as 
the United States, Japan, and the British Dominions. 

During the nineteenth century each country in turn had to review 
every ten years its financial, commercial, or monetary pK)licy, but the 
scope of the discussions involved in this review hardly ever extended 
beyond the range of the nation itself, except in certain rare circum- 
stances. After 1918, however, the same questions arose all at once, 
and all governments were faced by them at the same time. The result 
was a striking resemblance between the problems that exercised the 
economists of all lands, even in the realm of theory. In the vast litera- 
ture to which these problems gave rise we find no longer the clearly de- 
fined schools of thought that we have distinguished in earlier pages. No 
economist is willing to be enrolled under any of the former standards. 

On the other hand, however, there was also an accentuation of 
national characteristics, so that it would be very tempting to classify 
economists accordit^ to their nationality and to show how each of 
them has been constantly influenced by Ae circumstances peculiar to 
his country and by its scientific traditions. We should have to try to, 
describe an * English ’ school, still permeated, almost against its by 
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memories of Ricardo; an ‘American’ school, much closer in its methods 
and conclusions to the ‘continental’ schools (Italian, French, or 
Viennese) than to the English school; and a ‘German’ school, mainly 
concerned with immediate problems. To these would have to be 
added the brilliant school of ‘Stockholm,’ whose representatives 
to-day enjoy well-merited prestige for the progress they have made in 
some of the most difficult theoretical problems of our science.^ But 
this method seems out of keeping with the very spirit of a work in 
which the history of political economy has been deliberately treated as 
the history of a science in which national differences give way to the 
common search for truth. 

What is the historian of ideas concerned with? What will the 
economist of to-morrow, to whom this book is addressed, be interested 
in? Above all else it is the permanent changes that the flood of new facts 
has brought about in the great theories and fundamental concepts of 
political economy. The contribution made by certain original thinkers 
to a better understanding of economic life, and their wider grasp of 
existing theories in the light of the new combinations of forces revealed 
by the war and the post-war period — these arc of more importance 
than the variety of attitudes adopted by economists in regard to 
practical problems that are always the same, though differently 
presented in different coimtries. From these problems, of course, we 
cannot entirely withdraw our attention, but we shall attend particu- 
larly to the progress that science has made through them« 

Looking at the matter from this point of view, we are struck by a 
twofold trend of thought that has been apparent since the First World 
War in almost all branches of our science. First there is the desire 
to show in precise detail the mechanism by which some elements of 
the econmnic system adapt themselves to changes in other elements — 
the adaptation of commerce to exchange variations, of prices to mone- 
tary fluctuations, of production to crises, and so forth. The description 
of these mechanisms and their representation in the form of simplified 
sdbemes — what a Swiss economist has called “little modeb” — are one 

the main ccmcems of ea>nomists to-day, and especially of those who 
in increasing numbers start from Walras’s theory pf equilibrium and 
come to r^rd the different factors of economic life as closely inter- 
dependent. 

Hie same writers are also concerned to describe the play of these 
mec^anmns in an economy that is constantly changing. It is the ifynamic 

^ I wfli tmne here oniy Widoell, Casiel, Lindhal, Myrdal, Ohlin, and Hecbcber 
among thoie whose wotks are partiafly available in tnoulatioiis and deserve to be 
carefi^ s^t^ed. 
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aspect of economic phenomena, in contrast to their static aspect, that 
attracts them most. There is nothing surprising in this at a time 
when the mobility of economic life forces itself on the attention of the 
most careless observer. Nor is it surprising to see certain problems 
raised afresh^ in the very terms in which they were dealt with by, say, 
Sismondi or Malthus in opposition to the classical economists. 

These theoretical tendencies are particularly marked in the study 
of two problems to which for this reason we give the central place in 
our exposition: the problem of international trade and the problem of 
crises. Both of them have called forth some of the best books of the 
period just ended, and it is around them that the views of the most 
prominent economists of to-day and to-morrow can most conveniently 
be grouped. All these economists, near and far, and whatever their 
nationality, have taken part in the heated discussions aroused by these 
problems. The reader will see that, from the way they have been dealt 
with, we can observe marked and continuous progress. To this 
progress the most varied types of mind have contributed, and it is 
such as to encourage those who put their faith in the gradual trans- 
formation of political economy from a normative science, as it tended to 
be at the beginning to far too great an extent, to the explicatm science 
that it has always wished to become. 

It may perhaps be thought that along with theories relating to 
crises and foreign exchanges we should have kept a special chapter for 
monetary theories. But for various reasons we have not done so. 
Though practical monetary problems have been warmly debated for 
twenty years, the progress made in the theory of money does not seem 
to us proportionate to the volume of these discussions. Moreover, the 
complexity and the technical chauracter of these problems would have 
meant giving them more space than we could afford in a work of this 
kind. And lastly, there was too great a risk of merely repeating what 
has recently been said in another work on this subject, to which the 
reader is referred.* He will see also that monetary questions have 
been dealt with fnore than once in the chapters that follow. They are 
insepsurable from the problems of international trade and of crises, 
with which in their most modern aspects they are closely connected.* 

* By Keynes, for instance. 

* Histoki its dockims reloHm au erkUt tt i la menrnu^ by Oiarles Rsst (Sirey* Fans, 

*936). 

* Since the publication of the last edition of our Hisioty Ecownmk Doctrines many 
general histories of economic theories have appeartd in France. We should mentum 
particularly M. Gcamard’s Histoire its doctrines ktmmiqmi and M* Gai^tan Brou’t 
Lts Doctrims icommiqms en Frame depuis which makes a very useful complement 
to many dbapters t^our book^ But special mention shoukl be made of this aadior*t 
series of ^volumes (Domat-Montchrestien) in which he makes a pnsl<nxad study of 
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CHAPTER I: GENERAL REVIEW OF THEORIES 
OF INTERNATIONAL TRADE 

PROBLEi^fS of international trade assumed unprecedented importance 
after the First World War* The belligerents were left at the end of 
hostilities in a situation closely resembling that assumed by Ricardo 
as the starting-point for his theory of international commerce. He 
described countries, hitherto separate, entering suddenly into trading 
relations, and investigated the results on their economy. The end of 
the World War made real what had been looked on as only an abstract 
hypothesis. What would be the effects of this sudden resumption of 
contacts between countries isolated by the blockade and the long 
closing of frontiers? How would commodity prices behave when 
communications were once more established? What would be the 
fate of industrial and agricultural undertakings that had been abnor- 
mally developed by the war? And lastly, what economic policy ought 
States to adopt in the peace period? Should they strengthen the 
tendency towards more rigorous protection, already in evidence before 
the war, or encourage a return to greater freedom of trade? 

A further serious diflBculty was caused by the demand of the Allies 
for reparations from Germany and the American claim to repayment 
of the enormous advances made to the ‘associated nations.* How were 
sudi gigantic sums of money to be found, and then transferred from 
one country to another? What would be the effect of such transfers on 
tl^ international trade in commodities? Would not the process be likely 
to {Htxluce profound disturbances in the monetary equilibriiun and the 
foreign exchanges, and upset national economies by creating imports 
and exports out of all proportion to the normal course of trade? 

These problems seemed to have been solved at last, after a fashion, 
at the end of ten years of conferences, negotiations, and agreements 
(as well as disagreements) between States and central note-issuing 
banks, when suddcmly the world crisis broke out in the autumn of 
1929 and brought into question once more all the results so laboriously 
otoined. The profound fall in prices, creating grave difficulties for 
industrialists and farmers in all lands, evoked everywhere a vk>lent 
reaction against the foreign competition that was held responsible for 

all llie great curreats oi thou^t relatiiig to economic theory. This series, conststing 
of a huge munber of volumei, enables the reader to understand the very varied 
dtrec don s taken by doctrines and methods in iomga oountnes, partsculariy the 
Uidted States. 
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this fall. National economics sought safety in methods hitherto 
unknown or long abandoned, such as import quotas and monetary 
devaluation. Tliese methods in their turn raised new difficulties, so 
that discussion sprang up once more and original methods like the 
clearing system were employed to regulate trade between one country 
and another by means of systematically organized barter. 

The lively economic discussion caused by this situation followed 
two different lines. It was pursued first on the lines of practical every- 
day policy. Statesmen, publicists, and representatives of the great 
agricultural, industrial, and commercial interests made known their 
views on parliamentary platforms or at meetings of the League of 
Nations, as well as at professional conferences and in the papers. 
These discussions revealed not only the main trends of thou^t but 
also the feelings, the passions, and the interests that disturbed men’s 
minds. They reflected the struggle between the strictly national views 
of some and the more international conceptions of others, which 
aimed at restoring a universal economy after a war which had upset 
the normal course of trade. How was the increasingly close network 
of economic interdependence, to which the nineteenth century with 
its long spell of peace owed much of its prosperity, and which Keynes 
described so eloquently in 1919 in The Economic Consequences of the Peace ^ 
to be restored amid national passions aggravated by a bloody conflict? 
That was the fundamental problem that set the politicians by the ears. 
The very same problems had arisen after the Napoleonic Wars and 
even after the Seven Years War, but those far-off experiences had 
been forgotten. 

However, the following passage from Ricardo might well have been 
studied, for he was announcing in advance all the difficulties by which 
men were later to be faced: 

The commencement of war after a long peace, or of peace after 
a long war, generally produces considerable distress in trade. It 
changes in a great degree the nature of the employments to which 
the respective capitals of countries were before devoted; and diuing 
the interval while they arc settling in the situations which new 
circumstances have made the most beneficial, much fixed capital 
is unemployed, perhaps wholly lost, and labourers are without full 
employment. The duration of this distress will be longer or shorter 
according to the strength of that disinclination, which most men fed 
to abandon that employment of their capital to which they have 
long been accustomed. It is often protracted too by the restrictions 
and prohibitions, to which the absurd jealousies which prevail between 
the mifferent states of the commercial commonwealth give rise.^ 

^ Ricardo, Prme^ Political Ectmnuf, chapter xix, para. 9a (chapter xvii of die 
felt editjon, 1817). 
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Before the time of Ricardo Adam Smith had written as follows: 

In the midst of the most destructive foreign war, therefore, the 
greater part of manufactures may frequently flourish greatly; and, 
on the contrary, they may decline on the return of peace. They 
may flourish amidst the ruin of their country, and begin to decay 
upon the return of its prosperity. The different state of many 
different branches of the British manufactures during the late war 
[the Seven Years War], and for some time after the peace, may 
serve as an illustration of what has been just now said. ( Wealth of 
Nations^ Book IV, chapter i.) 

This passage is a perfect description of what happened after the First 
World War. To make it more complete we could add to it an equaUy 
forgotten p>assage from John Stuart Mill, though he was an optimist, 
pointing out by way of compensation the rapidity with which the 
public wealth is spontaneously created anew on the morrow of a war, 
if labour is left free to put forth its efforts. Mill gave the reason for 
this phenomenon, always neglected during the war and always mar- 
velled at afterwards, in terms that might usefully be recalled even 
to-day.^ 

Public controversy is of more interest to the political historian than 
to the historian of economic doctrines, who is particularly concerned 
with the influence of these events on the considered opinions of 
economists. So great a mass of new experiences could not fail to fill 
out, correct, and widen the theory of international trade. The old 
formuhe, bom of more limited experience and a state of affairs made 
obsolete by later events, had to be revised in the light of the recent past 
and to take account at the same time of both new and old facts. This 
work did not consist simply of throwing into relief and giving new 
force to certain views formulated long before the war by clear-sighted 
writers. It resulted also in really new doctrines. One of the most 
interesting aspects of this revision is the application to international 
trade of the very fertile concept of economic equilibrium formulated 

^ See Min, Princ^ks of Political Ecomm^^ Book 1, chapter v, para. 7 . The passage 
is too long to be quoted here in full, but it deserves to be earthy read. Mill pmnt^ 
out that a countr^s capital is constantly destroyed and restored, that war only hastens 
this procea, and that the restoration is accomplished by the aid of manual labour. 

there is as much of food left to them, or of valuables to buy food, as enables 
them by any amount oi privatJon to remain alive and in working condition, they will 
In a short time have raised as great a produce, and acquired collectively as great 
wealth and as great capital as before; by the mere continuance of that ordinary 
amount of exertion which they are accustomed to employ in their occupations.** 
wmds are profoundly true, and it need only be added that after a long period 
rising prices there is always a rapid M, as the result of the increase in production. 
Hus fidl seems a fmr woise catastrophe to certain produt^ than the scarcity of 
cofmnmditki djuiis^ the war. 
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between 1870 and 1880 by Walras and Jevons, whose wide scope 
enables vs to understand much better than the artificial Ricardian 
simplifications the various combinations of circumstances that are 
continually taking us by surprise. 

This revision has affected particularly the following points, which we 
shall examine in turn: (i) It has restored the theory of international 
trade to the general theory of trade, from which it had been arbitrarily 
separated by the classical economists. (2) It has resulted in a more 
satisfactory description of the mechanism by which the purchases and 
sales of each country with foreign countries are balanced, and has 
considerably diminished the part played (according to the classical 
economists) by gold in this mechanism. (3) It makes important addi- 
tions to the explanation given by the classical economists of the 
differences in price levels between different countries. (4) It has 
clarified and completed Ricardo’s theory of the distribution of gold 
between the countries of the world by showing the influence — ^too 
often forgotten — of monetary legislation on this distribution. (5) 
Finally, it puts the controversy between protection and free trade on 
to new ground, though without losing sight of some of the great truths 
set forth by the classical economists. 

I: GRADUAL ABANDONMENT OF THE DOCTRINE OF 
COMPARATIVE COST 

The only ‘theory’ of international trade known to the history of 
economic doctrines is the famous ‘theory of comparative cost,’ already 
mentioned, without being fully dealt with, in the chapter on the 
Fundamental Laws. It was formulated first .by Ricardo (and still 
earlier by Torrens), developed in greater detail by John Stuart Mill, 
taken up again with some modifications by Caimes and Bastable, 
and has had the somewhat peculiar fate of never being adopted without 
reserve by continental economists, even when they did not reject it 
altogether.^ M. Sauvaire-Jourdan, in his preface to the translation of 
Bastable’s book,* drew attention to this disregard, which he considered 
was not justified, and M. Reboud, in his excellent Prdcis d^iamomie 
politique^ has given the best exposition of th^ doctrine that exists in 
France. But these belated efforts at rehabilitation have exactly 

^ For detailed quotadom from various writers see James W. Aagell's Thtny of 
Iniematmal Prias* In France Gourcelle-Seneuil, like Cknimot, expressly rejects any 
difference between home and foreign trade. A list of the oj^ons of the imndpid 
economists on the Ricardian doctrine will be found in an appendix to Sauvain^ 
Jourdan's translation of Bastable. 

* Paris, Giard, 1903. BastiO^e*# Vuo^ InUmaikmai Twk dates fiom 
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coincided with an increasingly marked tendency on the part of the 
b^t economists in Italy, America, and even England to reject the 
theory. 

In Italy Pareto, in 1894,^ and a little later Barone in his remarkable 
Principi (X908) paid courteous homage to Ricardo but formulated a 
theory of the equilibrium of international prices that rested in reality 
on new foundations. Edgeworth was not far from accepting Pareto’s 
doctrine in the noteworthy article he contributed to the Economic 
Journal in 1894 on the pure theory of international values, a masterly 
summing-up oS the doctrines worked out from the time of Ricardo to 
that date.* 

The ground was therefore already prepared when after the First 
World War economists in ever increasing numbers, impressed by the 
inability of the Ricardian theory to account for the multitude of 
observed facts, decided simply to scrap it. To the Swedish author 
Ohlin belongs the honour of having deliberately set aside the old 
doctrine as inadequate, in a work full of facts and ideas entided 
Interregional and International Trade^ and constructing instead a theory of 
intematimiai trade on new foundations closely resembling those 
adopted by Pareto, though he was not then acquainted with Pareto’s 
views. A litde earlier (1926) the American James W. Angell, after 
tracing the entire history of doctrines relating to this great subject, 
reached the very same conclusion in a book that is remarkable alike for 
its critical spirit and its erudition.* The appearance at the same time 

Taussig’s International Trade (1927), far firom retarding this develop- 
ment, actually encouraged it; for if on the one hand the American 
economist gave the most highly developed and detailed exposition 
that is to be found of. the doctrine of comparative cost, which he still 
accepted; yet on the other hand, relying on hb vast experience of 
American commercial policy, he showed the difficulties of the doctrine 
with sudi admirable honesty that he contribmed as much as his 
declared opponents towards facilitating the necc«ary rejuvenation of 
that doctrine that was prepared by the remarkable work of his own 
pupils, of uffiom we must mention Vincr, Willianis, and Angell himself. 

For a proper understanding of this development a brief reminder 
of the Ricardian theqry is necotsary. It actually comprises three 
distinct elanents, not bound together by any oi^;anic link, which can 
most advantageously be considered separately. These arc {a) an 

* In an article entitled CamH Fcmtmi tn die (^omaU EammUti (1894}, and 
ibm in im Caurs d*konomit poUdqm in 1896. 

* Tlie article ii rt|mtited in the weemd volume of £dgewonh*t Ptpers rdadng to 
FeUtkd JS mmjf (London, 1925). 

* Ang e fl, The ^ IntmmtumU Prim (Harvard, 
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explanation of the reasons why countries exchange their products; 
(b) a definition of the criterion that distinguishes domestic trade from 
international trade; and (c) a statement that international trade 
resolves itself into mere barter. 

(a) Why, asks Ricardo first, do two countries exchange products — 
s.g., com and cloth — when each of them is equally able to produce them in Us 
own territory? For it must be said at once that it is this case, and this 
case alone, to which the Ricardian theory relates. Cases in which the 
subject of exchange is not produced in both countries, though at least 
as numerous as the others, if not indeed more numerous, are set aside.^ 

The question was apparendy one of pure theory. But actually it 
had a bearing on the most immediate interests, for it presented itself 
in an urgent form to England after the Napoleonic Wars, because of 
the special position of her zigricultural industry.* English wheat- 
growing had increased greatly during the war, being stimulated both 
by high prices resulting from inflation and by the partial interruption 
of overseas commerce. The peace brought back the competition of 
foreign grain, and at the same time a rise in the purchasing power of 
gold. The landowners, anxious to preserve their monopoly, demanded 
an increase in protective duties against foreign competition and falling 
prices. Ricardo, in whose eyes the future of England was bound up 
with the development of her manufactures, advocated a decreasing 
duty which shoidd give agriculture time to adapt itself without prevent- 
ing a gradual fall in the price of com, and therefore in the cost of 
living and wages. The same opposition of interests between agri- 
culture and industry gave rise in France after the war of 1914-18 to 
a similar problem.* The theory of comparative cost was bora of the 

^ The Classical school, by entirely ignoring the exchange between two countries 
of goods produced by one of them alone, leave out of their theory what is probably 
the most important part of all imports and exports. They evidently thought that 
these exchanges need no explanation. They might, strictly speaking, be regarded as 
only a special case of the general theory. That is how Barone, for example, did treat 
them, and the same idea is to be found in Ohlin, at the end of paragraph 7 of the 
first chapter of his great work. But one mi^t equally well reverse the terms of the 
demonstration and take for our basis the hypothesis of entirely different commodities, 

* Viner, in an article in the great Etuyclopedia of the Social Sciemes (publidied in 
New york in 1932), said in reference to the theory of international trade that the 
classical theory had been developed largely as an accidaital by-product of current 
cemtroversies about practical questions, and fliat in its choice of proUons as well 
as in the relative importance assigned to them it reflected clearly the iq>ecial ciieum- 
stances in which it had been elaborated. (En^dopedia^ Vol, VIII, p. aoi.) 

* Similar, but not identical, and to some extent * inverse,’ Frei^ agriculture, in 
fact, bad diminished instead of increasing during the First Wm'ld War. On die 
return of the prisoners production increased, and falling prices should have oialded 
bar to jsfl at a profit in an impoverished £ux^. But this es^ortaHoa might have 
resultedin an internal rise in the pri^ agricultural, producU which would have 
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effort made by Ricardo to justify his own thesis in opposition to that of 
the agriculturists. 

ITie argument of the English agrarian protectionists was a simple 
one. Why import wheat from Russia and Poland, they said, when 
England can produce it just as well as those two countries? It is the traditional 
argument put forward by protectionists in favour of the industries in 
which they are interated, and is met with in all discussions of this 
Idnd. Why, it is repeated on each occasion, import such and such a 
product when the importing country could technically make it as well 
as the foreigner, and even more cheaply? To this Ricardo replied — 
and his reply covers all similar cases — that it is because England has a 
greater advantage in producing and exporting textiles or other manu- 
factured products than agricultural commodities. In fact the sale of 
these textiles to the foreigner enables her to obtain, and therefore to 
consume, a greater quantity of com than she could herself produce if 
she devoted to its cultivation the same amount of labour that she devotes now to 
the production of the textiles that she exports. It is, he added, a simple 
application of the principle of the division of labour. He illustrated 
his idea by the following example, since taken up and developed with 
an abundance of complicated arguments by Mill and his successors: 

Two men can both make shoes and hats, and one is superior to 
the other in both employments; but in making hats he can only 
exceed his competitor by one-fifth, or 20 per cent., and in making 
shoes he can excel him by one-third, or 33J per cent. Will it not be 
for the interest of both that the superior man should employ himself 
exclusively in making shoes, and the inferior man in making hats?^ 

The whole of the doctrine of comparative cost is nothing but an 
academic dilution of this short and obscure footnote by Ricardo. 

To know whether exchange between two countries is advantageous 
it is not necessary to know that the product imported would cost less 
labour to produce at home than abroad. What does matter is to 
discover whether, given the relative labour costs (within each country) 
df die two products to be exchanged, each of the two countries does 
not gain by devoting itself to the excludve manufacture of one and 
acquiring the oOxer by exchange. 



hampered imltistry. At that juncture the Minister of Commerce felt it his duty to 
preMHieiponaiwnt so as to prevent agiicultural prices hrom rising and ensure low yrnges 
in industry. It was therefore the same oppositkm of interest as in England, between 
agriculture and industry, that led to intmvention with the object of preventing agri- 
cuHund prkes fdk^wlng their natural couise, though in Framre the aim was to make 
lliem fSdl and in England to make diem rise. The msults of this policy were, however, 
very unfiyrtunate, for it retarded the restoration of agriculture after the war and 
granted a needless subddy to industry. 

^ Rkmtfo, Mided Beenofi^, diapter para. 47, m>tc. 
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Wc need not stress the unfortunate lack of precision of the terms 
used by Ricardo, which has given much scope for the ingenuity of 
commentators. Nor has this lack of precision disappeared in the later 
elaborations of the theory, and Pareto in particular has emphasized 
it.^ Here we will merely enumerate the reasons that have led an 
increasing number of economists to abandon the Ricardian theory as 
formulated in the above passage. 

To begin with, why should the origin of exchange be explained by 
reference to the cost in labour instead of starting from the different 
prices of the products, as is the case in actual fact? Countries export 
and import because certain foreign products are dearer or cheaper 
than the home-produced ones. This common-sense statement, how- 
ever, is not enough. It has in fact been observed that if all prices in 
each country, while differing in actual amounts, differed from each 
other in the same proporiioUy there would be no exchange. That is the 
form that the theory of comparative cost assumes when applied to 
prices. It has been rightly emphasized by Ohlin (p. 13), and before 
him, though in a slightly different form, by the great Dutch economist 
Pierson.* Suppose that the prices of commodities a, A, r, rf, e, in 
France arc in the ratio of i , 2, 4, 8, 16, etc., while in England the scale 
of prices of the same commodities is 3, 6, 12, 24, etc. Then all the 
English prices arc higher than the French ones, but the ratios of the 
prices in each country to each other arc the same. In that case France 
wdll export to England but will not import from her: there will be no 
exchange. Owing to this unilateral trade, exchange on Paris will rise 
in London (assuming, like Ohlin, for the sake of simplicity, that both 
countries have a paper currency), so that the prices of all French 

^ Pareto, Manuale di economia political chapter ix, para. 42 : ** It is hard to say what 
is the meaning of one thing being produced more easily than another. Professor 
Bastable warns us that the comparison between the costs of the commodities A and B 
should relate not to their prices but to sacrifices^ but he does not — and he cannot — 
tell us exactly what these sacrifices are. This theory can really be expounded sUictly 
only by the help of mathematics.” See also the important note by Ohlin on p. 425 
of his work. 

* Sec Vol. II of Principles of Economics, the English edition of his Masmal of Poliikal 
Economy published in Dutch between 1896 and 1902. Nikolaas Gerard Pierson played 
an important part as Minbter of Finance, President of the CSoundl, and President 
of the Netherlands Bank. In his remarkable Manual (not well enough known in 
France) he gave an extremely interesting and modernized exposition of the doctrine 
of comparative cost, which he sums up thus: **If all articles without exception involve 
in their production amounts of effort exactly proportional in one country to that 
which they involve in another, then trade between different countries would be 
impossible.” (Part III, chapter iv, para. 2,) Tlie Ricardian theory was jMresc^ted in 
a airn ilar form by the German Mangoldt, whose theory will be found e xplaine d ki 
Bdgewmih's important article on the pure theory of intemationid commoce. Wc 
have been unable to procure Mangoldt*s Grwukiss, first pubikhed in 1863. 
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goods rise for the EngUsh. Suppose now that this rise in prices con- 
; tinues until the prices of all French goods in English currency arc 
trebled. Actual prices will then have become the same in both countries, 
sales will stop, and there will no longer be any reason for exchange. 
In other words, if lasting trade is to be established between two 
countries not only must their prices be different but the scale of ^relative 
prices^ must be different in each country. There is no need, therefore, to 
resort to so vague a notion as "cost in labour^ to explain exchange: all 
that is needed is to speak of differences between relative prices. But 
when that is done Ricardo’s truth becomes so obvious a proposition 
as to be almost a truism, for who ever imagined that the prices of all 
products were in the same ratio to each other in two different countries? 

But that is not all. In basing its explanation on the "labour cost’ 
of products the classical theory entirely neglects the part played by 
demand in the fixing of prices within each country and therefore in the 
intem^onal trade that results from them. Ricardo admits, it is true, 
that prices are proportional to ‘cost in labour’ and that exchange 
takes place on this basis inside each country. But this proportionality 
is actually only a tendency. Moreover, we must take account not only 
of labour but of saving and interest also. In fact the market demand 
operates at every moment to modify these theoretical prices. As 
Angell says, however ^cat may be the comparative advantages 
expressed in terms of labour, current prices may be such that exchange 
which ought to take place on the basis of comparative cost is in fact 
impossible (p. 373). Ease or technical cheapness of production arc 
not enough to make an entrepreneur decide to produce: he must take 
into account also the tastes and incomes of prospective buyers. 

Ohlin has rightly shown that in production at home as well as in 
foreign trade it is this consideration that determines the choice of crops 
to be cultivated, and not merely the technical advantages and physical 
<Hitput of labour. “In Southern Emope,” he says, “corn is grown in 
many places on land that gives a smaller yield than could be obtained 
from land that grows vines, if it was turned over to corn-growing.’’ 
Why is this? It is because “the demand for wine is so great that these 
vineyards yield more (in money) than if they were used for corn- 
growing.” (P. 46.) So also “in central Eturope maize is hardly ever 
grown on the land that would give the best actual yield of maize,” 
tlus land being devoted to wheat because the price of wheat enables it 
to pay a higher rtnu 

Tausrig in his turn has taken typical examples from American 
agricultinre of crops, such as beet and hemp, being replaced on soils 
thiu are tedmically more suitaUb (or them by different crops, simply 
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because the latter are more profitable (p. 133) — i,e.j they bring in 
more money in view of the market demand and the prices of the other 
factors of production employed*^ From these examples Ohlin draws 
the conclusion that the so-called law of comparative cost is only a 
particular instance of the tendency to find the cheapest combination erf 
the factors of production (p. 47). 

In reality this principle of comparative cost, which Ricardo looked 
upon as the basis of international commerce alone, is at the bottom 
of all trade between r^ons and between individuab. That is the 
most decisive criticism that can be levelled against his doctrine. The 
source of exchange and of the division of labour is always the same: 
namely, the relative preference of the exchanging parties for one com- 
modity compared with another, or the relative advantage enjoyed by 
the producers in the production of one commodity compared with 
another. Why does Lyons specialize in the manufacture of silk and 
Roubaix in that of wool? Is it not because Roubaix has an even greater 
advantage in making woollens and exchanging them for Lyons silk 
(or other products) than in making both silk and woollen goods (or 
other products) at the same time for Northern France? Why does one 
industrialist specialize in weaving and another in spinning if it is not 
because he has an even greater advantage in producing only cloth 
and exchanging it for yarn? Is it not Ricardo himself who suggested 
this by his example of the hatter and the shoemaker? This is what a 
growing number of economists have seen more and more clearly as 
the prestige of the Ricardian economics wanes. 

The consideration of relative costs “is not peculiar to international 
trade,” says Pareto in his Corns d^konomie politique (p. 859 n.); “it can 
be applied also to the individuals who form an economic unit.” And 
at the same time Edgeworth said in his article on the Pure Theory of 
International Values that the fundamental principle of international 
trade is to be found in the general theory that Jevons called the theory 
of exchange and that Marshall defined as a study of the equilibrium 

' Taussig, however, regards these examples as confirming, the theory of compara- 
tive cost, in which he b an acknowledged believer. But we can equally well draw 
from them a conclusion in favour of the theory that takes prices dir^y as the point 

departure. In a significant passage Taussig was himself led to introduce demand 
or utility as a critcfion of the advantage of exchange: in hb chapter iv he tkvdops 
the doctrine of comparative cost and b led (pp. 29, 30) to notice the case in whidi 
one 9f the two countries, after the exchange, has kss than before <rf one of the two 
commodities exchanged. How then are we to be sure that he has gained by the 
cxdbange? Taussig declares that the very fact that 1 m: coni!^ts to the esbhaim^ diowi 
that there b an advantage. But b not thb to take up entirely difieient 

iB^couttd from that up in hb previous argument, according to winch tlw criterioii: 
was the increase in fiiaatitbr djtauieci, and not the satiifiiction that they yidded? 
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between the forces of demand and simply, a theory which is at the 
centre of most of the problems of political economy. It follows from 
this theory that all the parties to an exchange gain by it. That, he 
concluded, is the general formula of the principle of comparative cost 
so far as its positive aspect is concerned. To make his view more 
precise he pointed out that national trade is, strictly speaking, a simple 
special case of iniemational trade, and that even historically the latter 
preceded the former. 

This truth obtained acceptance as the theory of equilibrium made 
its way into economic doctrine. In the United States and in England 
it gained important adherents. In a typical passage in his Principles 
of Ecanamks the well-known American economist Scligman described 
the development of his ideas on this point. It had long been supposed, 
he said, that the principles of international trade differed from those 
of domestic trade in that the former was subject to the law of compara- 
tive cost, but we knew now that this law or the law of reciprocal 
demand explains all exchanges. Trade takes place between countries 
as between individuals because of its relative, not absolute, advantages. 

In England Edwin Cannan, in his presidential address at the annual 
meeting of the Royal Economic Society in 1933, declared that the 
principal error of economists, from Ricardo’s time until the present 
day, had been to try to construct a special theory of international trade, 
separate and distinct from the theory of trade within a single country.^ 

To sum up, Ricardo, seeking to explain briefly the reasons for inter- 
national trade, thought to simplify the problem by assimilating nations 
to communities of workers exchanging their products between them. 
But this simplification, meant primarily to show the advantages of 
this trade, bexame $0 sketchy a picture that it left out some of the most 
important phenomena presented by it,* and these can be explained 

* Hils does not mean that there are not some economtm who remain faithful even 
to-day to the doctrine of cc»nparative cost. I have already mentioned Reboud in 
France, and there are also Cabiati in Italy (in his important work on the Physiology 
ci International Relations}, de Leener in Belgium, in his book on International 
Commerce, and, as already stated, Taussig in the United States. 

* Ohlin devoted Appendix 3 his work to a penetrating criticism of the classical 
theory of foreign trade. He points out in para. 2 that in his simplified plan Ricardo 
aa Kimed (t) that it is the marginal cost production that is the bads d these caJcula- 
dont, and that rent is thus eliminated; (2) that the diHerent kinds of labour are 
reduced to a common denominator, which is ji»t labour**; (3) that capital and 
labour are employed in the same pr<^rti<ms in the making of all commodities. 
Time three assumpttmii are singularly Sac removed horn reality. 

WOheim Lexis had already observed In his remarkable and insufidently kntm'n 
study of conmiercc in Schoenberg*s Crundriss (VoL II, p. 90a) that Rkardo's theory 
imi^kitly and wro^y assumes that in each country, in dillarent brandies of produc- 
tion c^ual quanddes of oqitial correspemd to equal quanddes of labour. 
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only by taking prices for the basis. In answer to the objection that these 
prices themselves and their differences need explanation — ^an objec- 
tion already raised by Mill and recently again by Taussig — Ohlin, 
like Angcll, replied that the differing economic constitutions of different 
countries suffice to explain them. Each country is endowed with 
‘fectors of production’ differing in quality and quantity: one is rich 
in mah-power and another in raw materials; one has workers of 
remarkable technical skill and another mainly unskilled labourers; 
one has abundant savings at its disposal while another has been 
imable to accumulate any capital; in one the demand for certain 
products is very keen and in another the demand for the same products 
is negligible, and so forth. The result of these natural and historical 
differences is that in different countries there are different prices for 
the same or similar products, and from these price differences exchange 
arises. The treatment accorded by Ohlin to the influence of these 
factors on international trade is among the most suggestive features of 
his book, as well as one of the most original. 

But to replace the doctrine of comparative cost by a theory of 
price equilibrium is not enough: we must also construct for inter- 
national as for national trade a group of equations to show that these 
mutually dependent prices are all determined and that the number of 
unknowns is equal to the number of equations. As Ohlin says, the 
theory of equilibrium on a single market must be supplemented by a 
theory of equilibrium on several markets. The first attempt at this was 
made by Pareto in the first edition of his Course in 1896,^ and again 
in his Manual in 1906. To the old equations of equilibrium of produc- 
tion in an isolated country he added two new ones, taking into accoimt 
on the one hand goods made in one country and sold in anothar, and 
on the other their price. The first equation expresses the equilibrium 
of purchases and sales between one coimtry and the others; the second 
shows the price of one country’s money in terms of that of another — 
that is to say, the exchange rate. Ohlin, on his part, constructed inde- 
pendently of Pareto a system of equations of international equilibrium, 
including two which took the same two circumstances into account, 
but he started with Casscl’s equations of prices, leaving out the notion 
of ‘ophclimity* contained in Pareto’s equations. 

In a historical work like this we can only refer to these algebraical 
demonstrations that arc impossible to summarize. We will merely 
say that apart frcun their greater generality and their agreement with 

' And even earlier in an article in the GiomaU degli Economisti in 1894, whose beiuv 
ing on the xnattor was realiaed by Edgeworth in the hnportant study previou^. 
mentioned. 
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the now classical theory of price equilibrium^ they have the advantage 
of taking into account two actremely important elements completely 
absent fh>m the Ricardian doctrine. First there is the part played by 
demand in the determination of price. This we have already mentioned, 
and it was entirely neglected by Ricardo. And secondly there is the 
part played by the rate of exchange in the determination of commodities 
exchanged between different countries. This latter point is very 
impmtant. Two countries such as France and England would, in fact, 
see a sudden change in their imports and exports if the price of the 
pound in francs should happen to fall suddenly (as the result, for 
in^ance, of a depreciation of the note issue or a legal devaluation). 
Suppose its price fell on the exchange market from 25 to 15 francs, 
cither spontaneously or from legislative action taken by one of the two 
countries. A great mass of English goods would then immediately 
come within the range of French incomes while French goods would 
become dearer for the English. And the position would be reversed if 
the price of the pound rose. In such cases it would therefore be neces- 
sary to find a fi:csh equilibrium between purchases and sales. Mean- 
while the coimtry that had become suddenly cheaper would reap an 
advantage. These devaluations played an important part during the 
post-war years, and became an instrument of international commercial 
jx>iicy. Their effects in the seventeenth century had been noticed by 
Gantillon, but they had no place in the theory of Ricardo and his 
successors.^ Mill expressly declares that a depreciation of the currency 
**docs not affect the foreign trade of the country,*’* because prices in 
the country whose currency is depreciated are immediately adjusted 
to the depreciation. The position taken up by Marshall in his famous 
depositions before the Gold and Silver Ckmunission in 1887 and the 

* On this point see Ohlin, chapter i, para. 6. 

*Here is Mill’s argument: ’*Let us suppose that England b the country which has 
the depredated papor. Suppose that s<mie English production could be bought, while 
the currency was still metallic, for £$, and sold in France for lor., the difference 
coverii^ the expense and risk, and affording a profit to the merchant. On account 
of die depreciation, this commodity win now cost in England £6, and cannot be 
sold in France for more than ,^5 h will be exported as before. Why? 

the £$ tos. which the exporter can get for it in France is not depreciated 
paper, but gold or silver: and since in England bullion has risen — in the same pro* 
portion with other this^p — if the merchant brings the gold or silver to England, he 
am sdi hb £5 tor. for £6 and obtain as before 10 per cent, for profit and 
expenses** (PrineipUs qf Political Ecenompf Book III, chapter xxii, para. 3). It will be 
seen that starts from the notion that the depreciation of paper money on the 
endtange madm and the rbe in the ptic^ of goods, including gold, on die home 
market are two simultaneous phenomena and exactly balance each other. He 
fo r g et s too diat paper*cDoney countries are in the habit of prohibiting the sate of 
gold or sdvor moneyr ^ that the traasactfoo he bm^pnes woidd be unlikely to take 
places 
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Indian Currency Commission in 1899 already show very appreciable 
progress, and constitute a document of exceptional interest. Marshall ^ 
recognizes that there may be a premium on exportation for a fairly 
long time in favour of the countries whose silver or paper money is 
depreciated in relation to gold, so long as prices in those countries 
have not changed, or have changed only slightly. This will happen 
especially when the fall in the exchange rate has begun abroad — b, 
hypothesb that Mill did not even consider.^ And he pointed out also 
that the excess of exports often lasts for a considerable time because it 
is accompanied by an export of capital, the foreign currency arising 
from the exports not being sent back in the fewrm of imports into the 
country whose money is in process of depreciating. This penetrating 
observation has since been verified in a striking manner at the time 
of the depreciation of the franc during the years 1925-27, which 
explains the excess of French exports at that date.* But in spite of 
this observation he returned in other passages to the idea that an excess 
of exports must of necessity induce corresponding imports, so that the 
premium on exportation from countries with a depreciated currency 
does not involve the countries that receive the goods in any lasting 
inconvenience because these latter countries in turn see their goods 
demanded by the others. That is the situation that Marshall thought 
to exist in England in relation to India before the rupee was stabilized. 

The controversies on this point, provoked at first by the fall in silver 
and later by the behaviour of paper money, continued at the end of 
the nineteenth centiuy and the beginning of the twentieth “without 
providing economists with any opportunity of agreement,” as Fontana 

* According to the earliest members ol the Classical school, since dipredatum alwqjfs 
arises from a previous issue of paper mon^, the rise in prices and the depreciation take 
place at the same time. The idea of depreciation preceding the price rise is foreign 
to them. Marshall already took up a different position. He admitted that the fall 
in the value of a currency may b^n abroad (he admitted it in the special case of 
silver at p. 195 of his Official Papers)^ and that in consequence there may be a premium 
on the exportation of goods from a country with a depredated currency. It is natural 
to conclude from this that the same position may arise in a country with a paper 
currency, though Marshall does not speak of this. In other words, the fall in the value 
cS the paper money may beffin abroad, that is to say on the exclumge market, before 
making itself felt on the commodity market. We know now — and Nogaro has written 
many pages to demonstrate it — that this case is even the most frequent one, and this 
explains why the premium on exportation arising from paper currency sqypears so 
ofien. It is the very case that Taussig gave special prominence to (see below). 

' * Sec pp. 300-303 d* Manhairs Official Pa^s^ where the exporition is particularly 

cleaur and complete. The question of the premium (or bounty) on exportation it 
dealt with in- the volume on several occasions and in a nuisterly foshion. I^ersmi^-, 
too, in a remarkable passage in his Principles (Book II, chapter iii, pam. 4 . 

English translation) stresses the differing effects produced by a change ip the valu^ 
of a curroicy on internatimiai trade according as the change takes place ahsoad Of f 
in the oounti^ itself. 
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Russo ironically puts it.^ Yet post-war events have made all writers 
admit the influence exerted on international commerce, at least 
temporarily, by a fall in the exchange rate. Without accepting the 
Ricardian dogma, governments have not hesitated to base their com- 
mercial policy on this principle and to favour what has been called 
“exchange dumping/* The whole problem has been clarified by the 
su^estive work of M. Subercaseau, Chilean Finance Minister and 
Professor at the University of Santiago, on paper money.* He has 
described for the first time, for the instruction of Europe, the innumer- 
able experiments made by South America, where the absence of any 
proportional relation between monetary depreciation on the exchange 
market and on the commodity market has so frequently been shown. 
Taussig observes with his customary honesty that the problem has 
been neglected by the early economists .and scarcely less so in the 
modem period — a, remark that applies particularly to the Anglo-Saxon 
economists, who have Tcxnmncd more faithful than others to the 
Ricardian tradition — for in eighteenth-century France it gave rise to 
many controversies.* Taussig himself, departing from this tradition, 
did not hesitate to recc^nize the influence of exchai^c fluctuations on 
international commerce and the possibility of a premium on exporta- 
tion being maintained for a considerable time, in the event of a sudden 
fall in the value of a currency. 

Space does not permit us to go into detail on the discussions arising 
6rom this problem, which has created an immense quantity of litera- 
ture. Such details belongs to special treatises on money and exchange. 
What matters here is to emphasize the imperative necessity of in- 
cluding exchange movements among the explanations of the inter- 
national movements of goods. Otherwise they must either be denied 
— which is not possible in the long run — or they must be constrained 
by complicated aiguments to enter the strait waistcoat of a doctrine 
constructed in view of different circumstances. The gre^it merit of 
the recent writers of whom we arc speaking here is that they have not 

* Fontana Russo^ Traii^ di poUtique emmmrcuiU^ French translatton (Giard, Paris, 
1908)* 

* Subercaseau, Le Popm^rnmnak (Giard, Paris, 1936). 

*11ie fiequmcy of numetary apprectadons and depreciations had for a loi^ tune 
drawn attention to^ the eflect of these manipulations on foreign commerce. Melon, 
Dufot, Law, Daguesseau, Paris-Duvemey, mid Forbonnats all dealt with the matter, 
but without reaching any agreement. A good study of these discussions, comparing 
them iridi present-day controvefm^ will be fmind in a thesis by Jean-Marie Pascal 
mdtied MmdpdaHons mmUtaku a Cmmgm (Sirey, Parts, 1936). It is a 

phy that the obscure language of the so-called **fuiandal economists** has made it 
so hard to seed those writers who discussed in advance so many probletm to whidi the 
two WoHd Wan gave new importance. 
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hesitated to make the effort needed to build up a new construction, by 
including these so-called anomalies. But it is not correct to say that 
the opponents of the doctrine of comparative cost have not formulated 
any doctrine to replace it. Viner, who expresses this opinion,^ yet 
makes an exception in favour of Pareto. But Ohlin and Angeli must 
be added also, and still more Viner himself and the group of writers 
inspired by Taussig, who with him have carefully observed the actual 
facts and transformed the old conception in their noteworthy studies. 

{b) The examination of the second element in the Ricardian theory 
will not detain us long. It is the question of the criterion chosen by 
Ricardo and his successors to distinguish between national and inter- 
national trade. Assuming the perfect mobility of labour and capital 
within a country, then, they say, each industry is localized wherever 
conditions of production are mc^t favourable.* Division of labour is 
carried to its highest point, and wages and profits are equalized 
throughout the whole of the country. In contrast to this, the circula- 
tion of capital and labour between one country and another is very 
difficult, and so the localization of industries and the division of labour 
cannot be completely carried out, and there is not the same equaliza- 
tion of wages and profits between different countries as there is within 
a single country. Nevertheless exchange of goods docs take place, 
though not through equality of cost of production (or, as Ricardo 
prefers to say, equality of labour cost): it is determined entirely by the 
law of supply and demand. 

Of the three propositions that make up the Ricardian doctrine none 
has been more keenly and more justly criticized than this one. Apart 
from the old objection to the theory that exchange is based on quantity 
of labour, or even on cost of production,® it evidently cannot be a 
question here merely of simple differences of degree rather than of kind 
between domestic and foreign trade. No one denies that division of 
labour is more easily practised within one country than between 
different countries,* but perfect mobility of labour and capital in one 
country is a myth. There are ‘non-competing groups,* as Caimes had 
already pointed out. Farm labourers do not become factory workers, 

* In the American Entyclopedia of the Social Sciences, article on “Foreign Trade,” 

* Thii localization is limited, however, even in one country, by considerations of 
distance and means of transport, which Mill seems to have fiHgotten when he assumed, 
for instance, that the whole of the shoemaking industry would be concentrated in a. 
tingle part of London {Principles, Book III, chapter xvii). 

* See the admirable comments of Lexis on this subject in hb article Handd in 
Schoenberg’s Cruniriss, especially para. 41. 

* Cannan, in the address already mentioned, q^eaks angrily of Ricardo’s “mmistrpnt 
assertion,** according to which the labour of too Englishmen cannot be exchanged for 
the labmir of 80 (Economic fmtmal^ 1933, p. 377)* 
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and msa^ according to whether industry or agriculture offers the 
highest wages. The French agricultural workers of the south do not 
willingly enter the mines of Ae north, nor do the northern miners go 
into the salt-works of the south according as the profit to be made is 
greater or less. In a single country there are the greatest differences 
between wages in different trades, just as there arc between the profits 
of different undertakings (even in the same industry), and these differ- 
ences are the greater as the size ofxhc country is greater, as for example 
in the United States. On the other hand the immobility of capital 
and labour between different coi^n^es is purely relative: need we 
recall the sudden rush of labour from all lands to the gold-mines at 
the time of the successive discoveries of gold in Australia, California, 
South Africa, and Alaska? Is not emigration to new countries one of 
the most characteristic economic facts of the nineteenth century? 
Arc there not periodic migrations across the frontiers from Belgium 
and Spain into France? And is not the transfer of capital from Europe 
to the South American countries, to Canada, to India, and to China 
a phenomenon of vast importance? 

It has been very well said by the American economist Williams — 
one of Taussig’s best disciples — in an article criticizing judicially the 
whole of the Ricardian theory of international trade, that it is not 
the Ricardian hypothesis of immobilUy that needs to be ruled out, but 
rather his hypothesis of mobility — of the free movement of the factors 
of production within each country.^ This fact is even more evident 
ovar the vast area of the United States than elsewhere. Williams’s 
article is important as marking the semi-official rejection of the classical 
doctrine by the best American economists of to-day. One example of 
this rejection had already been seen in Seligman, and Cannan in 
England was another. The same position had been taken up in Europe 
at an earlier date by the most varied kinds of writers, such as Lexis^ 
in Germany, Ansiaux in Belgium, Nogaro in France, and so forth. 
The only real difference between the two kinds of trade — national and 
international — ^is that the currencies of different States are themselves 
difibent, and that therefore there intervenes in this trade a currency 
market in which exchange rates are fixed — crates that must of necessity 
modify the prices of the goods of one coimtry for buyers in another. 
That is the conclusion reached by Ai^ll in the work already often 
qutRed.^ (%lin adopts a slightly different and more general criterion: 

^WMliaaoi, Th$ Thatiy of Intermtiond Tradt Rtemuidend (Economk Journal, June 

* Article itandel in Sehoenberg^s Gfundriu, pp. 668 J*. and 909. 

^AngeQ, p« 371: **The ewential different between tntematkxud trade and 
b^cmai, wi& reipect to the procen of pioe deiemikuition, ate rather these. Firit» 
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“The most important distinction to be made,” he writes, “is not 
between the theory of international commerce and that of national 
commerce, but between a theory of prices for a single market and a 
theory of prices that is valid for several markets.” (P. 141.) This 
statement relates not so much to international commerce, in the strict 
sense, as to what the author calls ‘interregional’ commerce, including 
exchange between regions in a single country. 

(r) The last proposition implied in the Ricardian doctrine is that 
which assimilates all international trade to mere barter. Here the 
doctrine joins the old law of markets of J. B. Say. The proposition, 
though incontestable, throws very little light on the workings of inter- 
national trade (for domestic trade is equally a matter of barter if we 
mentally eliminate the intervention of money), and is a conclusion 
rather than a starting-point. 

Now the Englbh economists, regarding it as a starting-point, have 
for a long time made great efforts to include the whole theory of inter- 
national trade in a theory of barter, Marshall in particular, by using 
ingenious curves that were reproduced by Pantaieoni and modified by 
Edgeworth, sought to represent the whole of the mechanism of trade 
between two countries by the mere process of barter of two kinds of 
goods between t\vo individuals. Ohlin was right in considering that 
these simplifications did little to elucidate the complex state of affairs 
with which we are concerned in real life.^ Here too, by setting aside 
the consideration of prices, we are making the question more obscure 
instead of clearer. Now, on this point a characteristic development 
appeared before the last war. In opposition to the kind of curve 
employed by Marshall some quite different curves were constructed 
by Cunynghame and Barone,* who replaced the curves representing 
direct barter between two countries by curves of supply and demand 

the greater costs of transportation in international trade, which is a purely quandta- 
tive difference; seoond, the presence of tariff and other legal obstacles; and third, 
the fact that currencies are dissimilar, and that a foreign exchange mechanism it 
therefore necessary. The principal objective distinctions between the establishment 
of interna! and of international prices can be explained very largely in terms ci these 
three elemenu alone.** 

It is obvious that transport costs and customs tariff, which may be r^parded as 
adding to transport costs, consdtute a difference of degree only, and not of kind. In 
fronder regions transport costs between one country and another may be much 
lower than between two parts of the same country. So all that remains o£ any real 
importance is the monetary difference. 

***These studies have served as a recreadon for semie of the keenest inteOeett 
among nineteenth-century econombts, but in my opinion they have added httle to 
our real knowledge of intemadonal trade.** (Ohlin, p. 419.) 

•See eq;>eciaily Cunynghame, A Ceometri&d (Oxfoitl, 1904)* 

diiq»ter a, and Btuone, (Rmne; 1908), Fart IIL 
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in the exchanging countries, superimposed one on the other, from 
which are deduced on the one hand the fixing of the price on the 
international market of the goods exchai ged, and on the other hand 
the gains or losses for the consumers and producers Here again the 
idea of the cost in labour of the goods is tacitly abandoned and a return 
made to the consideration oi prices alone as the incentive to impuita- 
tion and exportation. This development, little noticed but significant, 
actually marks the tacit abandonment of the Ricardian system by 
the mathematical economists. Cannan protested vehemently in his 
address in 1933 (already quoted) against the idea that the conception 
of barter is appropriate to international trade. 

We want an entire abandonment of the stupid insistence on 
international trade being * virtually barter’; of course, all trade is 
‘virtually barter’ when you drop the intervening money out of the 
picture and think only of persons producing one set of goods and 
services for other people and receiving another set from them in 
exchange. It is the intervention of money which turns barter into 
selling and buying, and far from eliminating money, international 
trade usually involves the intervention of not only one money, but 
two different moneys.' 

The graphic presentation of international trade in the form of 
barter made possible to the classical economists and their successors 
the simplified examinatioii of a problem to which they attached con- 
siderable importance and to which they tried to find a general solution, 
though in reality its solution varies with time and circumstances. It 
is a question of what Anglo-Saxon economists call the “terms of trade.” 
What does this mean? The barter of two commodities can take place 
only between maximum and minimum limits, above and below which 
one of the two countries would no longer reap any benefit from 
exchange. Between this maximum and minimum the advantages arc 
shared between the exchanging parties, but in different proportions,* 
as the “terms of trade” are more or less favourable to one of the 
parties. 

Mill, followed by his successors, elaborates at some length the 
division of these advantages between an industrial and an agricul- 
tural country, and between a large one and a smaller one. Starting 
from conriderations of price alone, we find at once that according to 
price vmicdwns mthin each country the same quantity of exports fi^m 
country A will enable it to procure sometimes more and sometimes 

' Cmnan, The JCeedfir Sin^Ur EconmkSf in the Eeormm Jeumai, 19331 P* 377* 

* Reboud hat explained thk cancq>tion in detail and with the greatest dearness 
In sec. ii of diapiar li (on the theoiy of sntematkmal trade) of his excellent JMds 
d*hommu pelMgm (VdL II, pp. 
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less goods in country B. But it is impossible to say a prim which kind 
of country — such as an industrial country — ^will obtain greater advan- 
tage than another from international trade. 

Taussig re-examined the whole problem, which takes a very dif- 
ferent form according to whether the balance of the account is made 
up of varied elements, as is the case nowadays for most countries, or 
consists solely of goods, as was always assumed by the classical econo- 
mists in their expositions. Taussig distinguishes between what he 
calk ‘*net” terms of trade and “gross*’ terms.^ From the evidence of 
the index of prices he shows how these terms of trade have varied at 
different periods for England and the United States, becoming some- 
times more and sometimes less advantageous. Such an investigation 
is by no means devoid of interest, although its importance may be a 
good deal less than the classical economists imagined.^ All that can 
be said is that Taussig’s method is in any case far superior, as an index 
to the advantages of international trade, to the method — ^long con- 
demned but still too often employed in modem controversies, and 
even in some official reports — ^which consists in taking the size of the 
trade ‘deficit* or ‘excess* as a criterion of the more or less favourable 
situation of a country in its foreign trade. 

What it comes to is this, that the Ricardian economists believed 
they could simplify the theory of international trade by leaving money 
out of their calculations, whereas in reality they made it more compli- 
cated. In the theories of economists like Ohlin and Aftalion money 
again takes its normal place, with the result that the necessary link 
between the foreign purchases and the sales of any country, which 
the classical economists tried to elucidate by assimilating trade to 
barter, becomes much clearer by the intervention of money. Tliey 
observe quite truly, for instance, that every additional sale made by 
France to another country gives her possession of foreign currency — 
i.tf., of increased purchasing power abroad. This purchasing power 
must operate, in one way or another, exactly as the additional pur- 
chasing power acquired by an industry through an increase in sales 

^ This is how he defines them at p. X13: “There are thus two ways of looking at 
the barter terms of trade. One may be indicated by the phrase *gross barter terms 
of trade’; the other by ‘ net barter terms of trade.* The first regards the whole volume 
of goods, both imports and exports. The second regards those goo<k only whidi pay 
for goods; it demarcates any movement of goods which serves for other payments.** 

* We arc of the same opinion as Ohlin, who writes (p. 132): “The old question of 
the way in which the benefit arising from the establishment of international trade li 
divided between tdbe trading countries is art^cial and of little scientific or pracdcal 
impentanoe-'-even if it has any importance at all. . « * Obviously what we need to find 
out is not how much Mai bendU results fim mkme^onal tsads^^kowm^ rese^fiom ea0 
iwen esdmmn of this trader or how much loss results from or^ gwea restristum on i^** 
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in its own c<nmtry operates of necessity in relation to other industries by 
purchasing additional products from them. The only difference 
between the two cases is that in the first case (selling abroad) the in- 
creased purchasing power (consisting of foreign currency) can only be 
spent abroad. The creditor country will thereby find itself in a position 
to obtain firom abroad either goods or services or gold or capital, and 
the debtor country will not be compelled to ‘offer’ these things first 
at a higher price, as was claimed by those economists who followed 
Mill in describing the mechanism of international barter.^ For the 
abundance of foreign exchange at the disposal of the creditor country 
caus^ its price in its own currency to fall automatically^ and, moreover, 
on the great* international market there is almost certain to be found 
a buyer prepared to acquire some goods or service or credit in the 
country in question. As for the importing country, it is deprived, for 
the benefit of the foreign country and at a price proportionate to its 
additional imports, of part of its own purchasing power with respect 
to home-produced goods, and this must lower their price and facilitate 
their export to foreign countries. 

The consideration of purchasing power has very successfully re- 
placed in the present theory (as we shall show presently) the compli- 
cated (and purely imaginary) mechanism by which two countries 
were supposed to act in the aggregate like two individuals bartering 
their products. All that can be said is that the barter theory has been 
much refined in these researches. It has all been worked out to 
esq^lain the mechanism of trade by barter, which our own age, to its 
great astonishment, has seen reintroduced between individuals as well 
as between nations, under the influence of war and the monetary 
disasters that preceded it. But our understanding of international trade 
has not gained much thereby. 

We have just shown how the doctrine of comparative cost has 
gradually lost ground since 1900, and especially since the First 
Wcn*ld War. It has, however, kept many adherents, and has found 
in F. W. Taussig in particular an advocate of high quality. In his 
Inkmatimal Trade {1927), which sums up the results of his long 
^udv of thh problem* he gives it the place of honotir. Nowhere has 
the doctrine been expounded with such care* precision, and clarity. 
Yet no one has pointed out its shortcomings better than Taussig. He 
huiHelf diows where it is out of tomch with reality, and he looks upon 
it as a ‘haroic* simplification. He declares that it must be corrected 

is me of die pomu very rightly emphasised by Oldin m his comrovmy 
widi Keynes, to be tbftlt with 
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by taking account of differences of wages in different industries and 
of differences in rates of interest. He thus manages, after making 
these additions, actually to explain international trade by means of 
prices even more than costs. In one particular case he is even obliged 
(as we said above, p. 649 w.) to introduce the tastes of consumers to 
justify an exchange in which its utility cannot be satisfactorily ex- 
plained by an increase in the quantities obtained by the exchanging 
parties. He declares also that the notion of cost as used by the Classic^ 
school is very difficult to define.^ Why, then, docs Taussig remain 
faithful to the theory, despite the penetrating criticisms that he levek 
against it? The reason seems to lie in two circumstances regarded as 
particularly important by this great observer of reality, who was in 
regular contact, by reason of his profession, with industrial develop- 
ment and the effects of the customs tariff. It will be as well to dwell 
for a moment on these circumstances. 

The first is that in the existing economic system international trade 
deals with an increasing number of products that originate not from 
natural differences, such as climate, latitude, and soil fertility, but from 
differences in industrial development. The great volume not only of 
manufactmed products but of instruments of production (machines, 
agricultural implements, boilers, cables, etc.) that are included in the 
imports and exports of the great countries of the world, are constituting 
an ever-increasing part of this trade. This is the case, for instance, 
with the United States, as well as with the industrial countries of 
Europe, which are each other’s best markets for this kind of product. 
How are we to explain this important fact, to which it is very expedient 
that attention should be drawn? llie explanation, according to 
Tatxssig, is the greater efficieruy of labour in the countries that export 
these products. By this is meant that the cost in labour of products 
of this kind that enter into trade is less in the exporting than in the 
importing countries — that with the same expenditure of time and tte 
same number of workers the former produce more than the latter, so 
that the prices of the products are lower. So international trade is 
determin^ by the greater efficiency of labour, which is another way 
of expressing ‘relative cost.’ Taussig furnishes many interesting 
examples of this, and concludes from them that the ‘cost’ theory 
provides the best explanation of this important fact that was certainly 
worth emphasizing. 

^ See hh chapter xv. ** CSost in labour,” he esqilains, does not mean what it means 
to accountants and employers — i.e., the price paid for the labour embodied in a unit 
of produ^ It is the of labour (measured in hours) that k devoted to the 

makng oi a product. And this quantity, he adds, is very difficult to discover, and 
still more diffi^t to compare with others. 
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To this it may be replied, however, that it is really still the price 
that is the determining factor here, and not the cost, which is almost 
impossible to measure. If America, for example, makes certain great 
standard products such as agricultural implements, calculating 
machines, etc.*, more cheaply, it is because of the widespread use of 
machinery for making them, the organizing ability of their managers, 
or the skill of their workmen — all circumstances leading to the cheap- 
ness of the American products. How are we to evaluate in labour cost 
the part played by machinery or by technical skill? We can try to, 
of course, but only by the aid of analogies and hypotheses far removed 
from reality. 

There is a second consideration that causes Taussig to uphold the 
cost theory, and that is that the scale of wages may be very high in 
one country without raising the price of products exported above the 
price of similar products made in other countries by less well paid 
workmen. And every one knows what a large part is played in 
American protectionism by the desire to protect high wages. To meet 
this argiunent, which he considers inaccurate, and which, indeed, is 
■for the most part inaccurate,^ Taussig tries to show that it is cost in 
labour and not the scale of wages that counts in international competi- 
tion. The latter may be high when the former is low, because the 
hours devoted to the production of a given commodity are fewer than 
elsewhere. To this again the reply is easy: it is not only in foreign 
trade but in domestic trade also that high wages are perfectly com- 
patible with a low price of goods, provided that the equipment and 
organization of the factories are superior to those where low wages 
are paid. So the determining factor is really the superiority of equip- 
ment and organization. They constitute a ‘relative advantage’ which 
is translated into a lower level of prices, leading to greater power of 
expansion. The theory of comparative cost is singularly defective 
when it comes to synthesizing a complex aggregate of circumstances 
such as abundance of capital, rate of interest, inventive genius, in- 
genuity of the workers, and so forth, each having its effect on the price 
of the commodities produced. It is certainly good to investigate the 
factors that explain the lowness of certain prices and not to regard 
these prices as ultimate data: Taussig protests against this too simplified 
method, but none the less it is the price differences that determine the 
exchange. 

Now, the source of these differences — as Ohlin has so well shown, 

^ Wc say ** for the most part” because no one will deny (on this point see Edgeworth’s 
article already mentioned) that a rise or fall of wages in a foreign industry may alter 
its ability to compete with the foreigner. 
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and as common sense had already discovered — ^is to be found in the 
unequal distribution among different countries of the ‘factors of 
production,’ whatever they may be: natural forces, capital, and man- 
power. Not only are these factors themselves divided into subdivisions 
(man-power is of different kinds in the same country as well as in 
different countries), but their relative abundance varies. The United 
States, where man-power is scarce and natural resources are abundant, 
has triumphed on the international market first by the cheapness of 
its agricultural products and then, when industry had developed, by 
the perfection of the mechanization employed to replace this scarce 
and dear man-power. All these elements could not be summed up in 
the single conception of ‘cost in labour’ or ‘efficiency’ of labour. 

What gives Taussig’s book its great value — apart from the expository 
gift that recalls the seductive clarity of the best pages of John Stuart 
Mill — ^is the analysis and description of a multitude of facts drawn 
from the writer’s practical experience, which have a savour all their 
own, and are rich in lessons of all kinds, even if one does not accept 
his general theory. 


II: THE PROBLEM OF REPARATIONS AND THE 
MECHANISM OF INTERNATIONAL TRANSFERS 
OF CAPITAL 

Apart from exchanges of goods, transfers of capital are one of the 
essential elements of international commerce. But the classical econo- 
mists gave them hardly any attention. Economist of the twentieth 
century — the period of great international migrations of capital — 
cannot neglect them. The payment of the^war indemnity in 1918 
provided the occasion for a reconsideration of the whole problem. 

The payment of a war indemnity, involving the transfer of a con- 
siderable sum by one country to another, is no novelty. France 
experienced it twice in the nineteenth century, first in 1815^ and again 
after the Franco-German War, the siuns involved being 900 million 
francs in the first case and five milliards in the second. We arc very 
inadequately informed as to the method of payment on the first 
occasion, but for the second we learn from the famous report of Lten 
Say to the National Assembly in 1875 that it was mainly effected by 
bills of exchange, and especially bills on London.* But how could 

^ See Charl^ty, Histoire de la Restauration, pp. 1 14 ff. 

* The method of payment of the Franco-German indemnity and reparations has 
been explained with perfect clarity by Reboud in his Prto (published by Dalloz). 
But th^ interesting chapter on war indemnities in Taussig’s International Trade sbouH 
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sMch a qusmtity of bills be collected in such a short time? I^on Say 
admits that he does not know: ‘*If we knew,’’ he says, ‘‘we should 
have an eiqilanation of what would have been improbable, so to speak, 
if it had not actually occurred, but the theory of it may be said to have 
partly escaped us.”^ Now, however, we know the origin of those bills. 
They came either from subscriptions by foreigners in foreign currency 
to the two liberation loans, or from French subscriptions made some- 
times directly in foreign currency by Frenchmen who owned it, and 
sometimes from the proceeds of the sale abroad of foreign securities 
belonging to Frenchmen.* This accounts for the relatively slight rise 
in the price of foreign stocks in Paris, which Say’s report notes with 
satisfaction though with a little surprise. In other words, the pounds 
sterling, or money easily convertible into pounds, that the French 
Government needed, was obtained, directly or indirectly, from the 
subscribers to its loans. All that was necessary then was to remit these 
moneys to its German creditor, the eventual transfer being shifted on 
to the cotmtry whose money was thus handed over to Germany — i.^., 
England. But another part of the money came from a different source: 
it was provided by the excess of exports that the French balance of 
trade showed quite exceptionally in the years 1872-76. h 6 on Say 
regards this as merely a fortunate coincidence,* but there is no doubt 
that this temporary excess of exports was a consequence of the payment 
of the indemnity, for a transfer of capital results normally in a transfer 
of goods, in a way to be dealt with presently. This fact has been 
emphasized by C. Colson in his great treatise. The same exceptional 
excess of exports was seen later on at the time of the great fall in the 
value of the franc between 1922 and 1926, when the prolonged deprecia- 
tion of the French currency led to an export of capital abroad, and the 
result of this phenomenon on the balance of trade was a temporary 

also be consulted, as well as Moulton’s Reparation Payments, I might also refer the 
reader to the chapter on reparations in my own Finances de guerre de VAllemagne (Paris, 
1921), which contains an outline of the history of ideas about war indemnities. 

^ See Rapport swr Vin^kmniti de guerre, ininted at the end of the French edition of 
Goachen’s Theory qf the Foreign Exchanges (Paris, 1892), p. 313. 

• The French owners of foreign securities sold them for foreign money which they 
offered on the exchange market to the French Government, and the Government 
bou^t it with francs obtained from subscriptions to its loans. 

• “ Immediately after the war,” he writes, “ French exports developed considerably. 
They surpassed in importance all that had been produced before and showed what 
had not previously b^n seen, viz*, an excess over imports of 518 million francs in 
1872 and 1873. If the excess had been the other way there is no doubt dtat the 
settlement of the war indemnity would have rtiet with enormous diflSailties, and it 
is a most fortimate circumstance that this excess of exports occurred during these two 
critical yetan. But it is far from explaining die abundance of bills of eacchange that 

hixsn es&md to ti» Treasury.” {R^ort, p. 317.) 
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excess of exports of goods (though this is still often looked upon by 
ill-informed publicists as a stroke of good fortune in French cconmcrcial 
history!). 

In short, the transfer of the Franco-German indemnity (apart from, 
a few hundred millions paid directly in gold and silver coin or .,uL 
German notes and the cession of the railways of Alsace-Lorraine) was, 
accomplished for the most part by bills of exchange directly provided 
by foreigners or Frenchmen who had sold their foreign capital, and 
for the other part by an increase in French exports to Germany, whose 
yield in marks served to effect the payment required.^ 

As for the theory of the transfer, of a war indemnity, this, in spite of 
L 6 on Say’s opinion, had been already formulated before the events 
of 1871. It is to be found in a noteworthy passage in Mill. It is true 
that he describes the mechanism in a different form from that in 
which the Franco-German operation was so efficiently performed, and 
that is perhaps why Say did not mention it. Yet Mill’s description 
covers part, at least, of this operation. “ Commerce being supposed to 
be in a state of equilibrium when the obligatory remittances begin,” 
he says, 

the first remittance is necessarily made in money. This lowers 
prices in the remitting country, and raises them in the receiving. 
The natural effect is that more commodities are exported than before, 
and fewer imported, and that, on the score of commerce alone, a 
balance of money will be constantly due from the receiving to the 
paying country. When the debt thus annually due to the tributary 
country becomes equal to the annual tribute or other regular pay- 
ment due from it, no further transmission of money taics place; 
the equilibrium of exports and imports will no longer exist, but 
that of payments will; the exchange will be at par, the two debts 
will be set off against one another, and the tribute or remittance 
will be virtually paid in goods. ^ 

There are two points to be noted in this remarkable passage: 

^ We may note here a couple of historical points that are important for an imder- 
standing of the mechanism of the indemnity, (i) When France had supplied Ger- 
many mainly with bills on London the cost of transfer of these bills to Gimnany fell 
mainly on London, and this expense caused some anxiety in the City on more than 
One occasion. On this point see an interesting article by Newbold On the .beginnings 
of the crisis of 1873 in the Historical Supplement to the Economic Journal for January 
1932. (2) Germany herself did not escape the inconveniences caused by the sudden 
inhux of money that the payment of the indemnity involved, viz., a sudden increase 
in imports, an increase in her monetary circulation, a rise in prices, excessive invest- 
ments of capital in business undertakings, and so forth. Such circumstances con-' 
tributed to the violence of the crisis that occurred in Vienna in 1873 and spread 
thence to the rest of the Continent. This was the starting-point, though not die 
cause, of the prolonged fall in prices from which Europe suffi^red until 1895. 
^Principlss of PoliHcal Economj^, Book HI, chapter xxi, para. 4. 
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(i) the Statement that a transfer of capital between two countries is 
accomplished essentially by a transfer of goods or services; (2) the 
statement that this transfer is dependent on a previous alteration in price 
levels in both countries due to an initial export of gold which, by increasing 
circulation in one country and diminishing it in the other, is actually 
the motive power that starts the whole mechanism. The first of these 
points is not open to dispute, but it needs to be completed. We have 
just seen that in the case of the Franco-German indemnity the direct 
handing-over to the creditor country of foreign assets possessed by the 
debtor country may partly relieve the latter of having to pay for goods 
by providing gold or services equal to its debt. It then shifts this 
burden, at least temporarily, and only in respect of the part that its 
crecUtor means to return, on to the countries that supplied the property that 
is handed over* In this way the transfer of the tribute money is broken 
down, as it were, into movements of goods or gold divided between 
several countries and several periods of time. 

Mill’s intention was to set forth only the essential part of the 
phenomenon — the fact that a transfer of capital takes place as a rule 
in the form of goods. He did not consider those other methods that 
modern credit facilities and the possession of capital abroad have put 
at the disposal of debtors for paying their debts — methods which are 
actually of great importance. 

On the other hand the mechanism described by Mill, through 
which the flow of goods is set going, has met with increasingly numerous 
objections. The role unanimously assigned by economists (from the 
days of Hume, Ricardo, and Mill down to the First World War) to 
movements of gold in causing differences of price level between two or 
several countries was no longer in accordance with observed facts, not 
only in cases of ‘tribute’ but in the far more frequent cases of foreign 
loans, interest coupons, or temporary excesses of imports to be paid 
for by one country to another. In all these cases gold has actually 
played an insignificant part, and so economists have been led to 
examine more closely the mechanism of capital transfers. A new 
doctrine has been gradually evolved that is nearer to economic reality 
to-day. The authors who have contributed most to its formation 
belong to different doctrinal schools and to very different countries. 
Thus we fiiid among them the names of Ohlin in Sweden, Aftalion in 
France, Taussig and his pupils (Angell, Viner, and Williams) in the 
United, States. Rueff, although more akin to the Classical school, has 
made his contribution to the revision of the classical conception. We 
wall try to summarize the conclusions reached by these economists. 

The occasion of this general revision of the classical doctrine was 
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the payment of the reparations imposed on Germany by the Treaty of 
Versailles and the ^simultaneous repayment to the United States of 
the advances made by her to her ‘associates’ during the war. How 
could payment be made of these enormous sums, whose actual figure 
was for a very long time not even determined, so that the whole prob- 
lem assumed a tiresome air of indefiniteness, and what would be the 
consequences of payment? These two questions gave rise to prolonged 
controversy and an abundant output of literature of very varied 
quality, most of which deserves the oblivion into which it has already 
fallen. One book emerged, however, which had a resounding success 
and much of which is still instructive. This was The Economic Conse^ 
quences of the Peace, by J. M. Keynes (afterwards Lord Keynes), an 
official of the British Treasury, a delegate to the Peace Conference, 
and already the author of a notable book on Indian Currency and Finance 
and a Treatise on Probability. But it was his book on the Peace that 
made him famous. In it he recalled certain fundamental truths that 
appeared paradoxical to the ill-informed public, that were new to 
many statesmen, and that many economists affected to forget, though 
they were merely applications of the classical doctrine formulated by 
Mill. Since Germany had lost by the war nearly all her foreign pro- 
perties and even her gold reserve, and was unable to call on foreign 
credits so long as her currency remained unstable, the methods 
adopted by France in 1871 were not open to her. There could be no 
question for her of any other payment than in goods. She found herself 
in the simplified situation imagined by Mill. It was certain, said 
Keynes, that Germany could not make her annual payments except 
by diminishing her imports and increasing her exports — i.e., by setting 
up a favourable balance of trade, which is the best way of making 
payments abroad. Germany could in the long run pay in goods, and 
in goods alone, whether they were delivered direct to the Allies or 
sold to neutrals, the credits thus obtained being handed over to the 
Allies. After recalling this thesis, which is completely in conformity 
with the classical doctrine, Keynes showed that most of the products 
that Germany could export competed with those of the creditor 
countries. Reparations, therefore, could not exceed a moderate figure 
without upsetting the entire world economy. The success of Keynes’s 
book was considerable, and it contributed largely towards converting 
the governments to a thesis whose correctness could not but be recog- 
nized by economists and financiers in every land. It triumphed 
eventually in a famous document, extremely instructive to economists, 
that has become part of the classical literature of the subject, like 
L6on Say’s Report. This is the Dawes Plan, named after the American 
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gaierai who presided over the commission of international experts in 
Paris who were responsible for drawing up the Plan in 1924. 

Yet once again practice showed itself more elastic than theoryj and 
the putting into effect of the Dawes Plan virtually contradicted 
Keynes’s forecasts. Instead of the exports that were expected from a 
* tributary’ coimtry, there was witnessed an enormous increase of 
imports into Germany. For tjie restoration of Germany’s monetary 
stability by the Dawes Plan itself recreated Germany’s credit and 
attracted foreign capital to that country. This influx of capital 
enabled her both to pay her debt by the help of the foreign money 
thus obtained and also to import goods in great quantity* Owing to 
the Dawes Plan Germany found herself in a position to use similar 
methods to those of France in 1873, which had enabled that country, 
through the system of international credit, to pay off her debt in due 
course. The simplified mechanism described by Mill and Keynes, 
though logically true, gave place in real life to a more complicated 
mechanism. Once again monetary stability was shown to be the 
necessary and sufficient condition of credit, and this credit the sole 
means of accomplishing a payment on such a vast scale. 

Many writers, as we have said, had long been sceptical as to the 
part played by movements of gold in the process of transfer of capital. 
It was said first that in the case of great international loans the amounts 
of gold exported were very small, and it seemed unlikely that they could 
by themselves cause such an alteration in the price level that the 
export of goods was appreciably stimulated or checked. On the other 
hand it was remarkable how easily and quickly movements of goods 
began, corresponding to movements of capital, without any apparent 
disturbance of the money market, whereas an influx of gold can 
only slowly influence prices. Even authors who were most devotedly 
attached to the classical theory, such as Taussig, expressed doubts. 
‘^What M puzzling,” wrote Taussig, “is the rapidity, almost simul- 
taneity, of the commodity movements. The presumable intemlediatc 
stage of gold flow and price changes is hard to discern, and certainly 
is extremely short.’’^ And again: “All in all, we have here a field 
quite insufficiently explored. The plain outstanding fact is that the 
exports and imports of goods adjust themselves, if not at once, certainly 
with quickness and ordinarily with ease, to the sum total of a country’s 
transactions with other countries. The balance of payments is satisfied 
only to a slight extent by any shipment of specie, chiefly thru [.rir] 
changes in the commodity sales and purchases.”* 

But the question then arises. If it is not through the movements of 
^ Inkfnatiofid Tratk, p. 361. ^ Ibid*, p. 965. 
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gold that the disturbed equilibrium of international trade is restore, 
what is the actual mechanism? Two writers in particular, Ohlin in 
Sweden and Aftalion in France, have undertaken to describe it. The 
work of the former is constructive, that of the latter more critical, so 
the two supplement each other and both start from the same funda- 
mental idea, already indicated above, which may be summarized as 
follows. . Every selling or borrowing operation that puts the beneficiary 
in possession of what Aftalion would call “income” and Ohlin “pur- 
chasing ppwer” leads directly to movements of goods, except in cases 
where the beneficiary is paying debts or investing the money as 
capital. These results occur in domestic transactions as well as foreign 
ones, the only difference being that in the latter case the money to be 
spent by the beneficiary is foreign, not national, currency, and cannot 
therefore be employed except abroad. But the mere existence of this 
purchasing power determines the international movements of goods 
and also price movements, without the intervention of gold. 

To make this clearer Ohlin starts by considering what happens 
between two countries with the same currency when one lends to the 
other.^ For instance, when England lends to Scotland there is a 
simple transfer of English purchasing power to Scotland. If' the 
products bought by the Scottish borrowers are exactly the same as 
those required by the English, there will be no change in the produc- 
tion of the two countries: products to the value of the loan will simply 
be dispatched to Scotland instead of England. The Scottish trade 
balance will become a debit balance and the deficit will be paid by 
Scotland to the English suppliers with the funds that have been 
borrowed and have remained on deposit in England. This assumption, 
however, is an improbable one: there is not likely to be this identity 
between the products demanded by the Scots and those demanded 
by the English with the same purchasing power. Scotland will un- 
doubtedly increase her demand for her own products. If, for example, 
the loan is intended to create new undertakings in Scotland itself, 
part of the money will be spent on new buildings in that country. 
Hence there will be a tendency for some prices in ScoUand to rise, 
whereas England, deprived by the loan of part of its purchasing power, 
will find the price of some of its own products falling. Tl^ fall in 
English prices will in turn stimulate Scottish purchases in England, 
creating a Scottish trade deficit which will be paid as before, without 
any monetary disturbance, by the English funds lent to the S<x>ts. 
The price change result from the mere changes in purchasing power, 

^ In what follows we are merely summarizing Ohlin’s arguments in chapters xk 
and XX c^his princii^ work. 
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without being preceded by any transfer. But there is more in it than 
that: part of the activity of the Scottish industries which previously 
exported to England will be directed towards Scotland itself, because 
of the increased demand within that country, leading to a restriction 
of l&cottish sales in England and an increase in the Scottish trade 
deficit. On the other hand certain short-term operations will result 
fimn this situation, for the Scottish banks now possess abundant 
resources, while the English ones find theirs depleted by the amount of 
the loan. So the former will be disposed to grant credit mofc readily 
and to lower their discount rate and the latter will do the reverse. 
Hence a stream of short-term loans begins to flow from the Scottish to 
the English banks — in the opposite direction to the long-term stream — ^which 
will prevent the sending of gold by the lender to the borrower. On 
the other hand, the credit facilities w^ produce in Scotland an addi- 
tional activity whose influence will be added to all the preceding ones 
to increase Scottish imports and cause a new trade deficit that Scot- 
land will pay with the borrowed fimds deposited in England. 

So there we have a series of effects due not to any transfer of money 
but simply to a change in the ownership of purchasing power handed 
over by way of loan: trade deficit in Scotland, price changes, with a 
general tendency to a rise in Scotland and a fall in England; short- 
term loans by Scotland to England; more or less strong inflation of 
credit in Scotland and relative deflation in England. Is it not natural 
to think that this same mechanism might operate between two countries 
with different currencies, without the need of any previous trauisfer of 
gold fi*om one to the other to explain the price changes and set in 
motion the series of repercussions of the loan? That, indeed, is just 
what Ohlin thought, and this is how he sums up the different stages 
by which the foreign loan is paid in the form of goods and services 
by the lender to the bo^ower, without the intervention of any move- 
ments of gold: (i) If the borrowing country uses abroad the total 
amount of the loan there will be no need of any previous transfer of 
gold. The borrowing country has at its disposal in the lending country 
a sum in foreign currency which he merely has to spend directly in 
that country, so gold is not moved. (2) But the borrowing coimtry 
will without doubt want to use part of the loan at home, which is 
equivalent to withdrawing from the lending country part of its pur- 
cha^g power to ht spent in the borrowing country. This withdrawal 
will be accomplished in the simplest manner by remitting to the banks 
of the borrowing country bills on the lending country, in exchange 
for which the banks will remit to the holders of the bills either by 
cheque or by national bank notes. This increased purchasiz^ power 
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in the borrowing country will cause a rise in the prices of certain com- 
modities, while the corresponding decrease of purchasing power in 
the lending country will cause a fall in the prices of certain commo- 
dities. This double movement will have the effect of stimulating the 
export of goods or services from the lending country to the borrowing 
country. These exports will be paid for with the surplus of the loan 
deposited in the banks of the lending country, and thus the transfer 
of the loan will be accomplished entirely in the form of goods or 
services. (3) Finally, the abundance of bUls on the foreign country 
in the borrowing country will compel the banks receiving these bills, 
which arc equivalent to a siuplus of cash, to expand their credit. This 
causes a new tendency towards a change in the price level between 
the borrowing and the lending countries. This is the moment when 
the banks of the borrowing country may be tempted to draw money 
from the lending country to increase their reserves. These imports of 
gold are then the consequence and not the cause of an increase of credit. 
They will take place automatically by the lowering of the price of the 
bills below the gold point in the country where they have become 
superabundant. 

Such, then, are the stages by which a foreign loan will be eventually 
transferred almost entirely in the form of goods or services from one 
country to another. These transfers may be. accompanied by a move- 
ment in the opposite direction of short-term loans; the banks in the 
borrowing country lending to those in the lending country so as to 
profit by the rise in the discount rate, which will help to prevent or 
reduce the sending of gold. 

The manner in which a loan is transferred from one country to 
another is explained by Aftalion in a very similar way. Starting from 
the fundamental principle that there is necessarily equality between 
the income of a country and the value of its products — expressed by 
the equation I = PQ, where I is income, P is price, and Q is quantity 
of go<^ and services — ^he concludes that every additional pifrchase of 
foreign products by one country, or every loan granted by that country 
to another, causes a change of income, which in turn causes price 
changes between the two countries which lead to movements of good^ 
from one to the other.^ 

I “By purchasing great quantities of foreign goods imported into the country, those 
individtuds whose incomes are to that extent dimini^ed reduce their purchases q £ 
hon^e-produced goods. The capacity of the home market to absorb goods is decreased. 
Importers* and holders of home-produced goods find some difficulty in disposing of 
them. Imports diminish, while on the offier hand attempts are made to esqxni: 
more, and these are particularly successful in the case ‘marginal exporters W 
t.s.|, those who are doubtful whether to sell at home or abroad and are thet%fore 00 
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The same reasoning may be applied to the transfer of capital, the 
working of which has been examined in detail by Aftalion. “The 
stimulus to re-equilibrium of the balance of accounts,” he concludes, 
“may come into action eyen before there have been any payments 
and consequent changes in the total monetary circulation of the two 
countries” (p. 159). 

Angell’s conclusions agree closely with Ohlin’s.^ 

RuefF begins by expounding the theory of the re-establishment of 
equilibrium according to the dassical formula which, as a first ap- 
proximation, considers effective transfers of gold giving rise in their 
turn to price changes. But even he is led, in passing from theory to 
practice, to recognize that things do not happen as simply as that. In 
cases of exchange disequilibrium it is not usually the stock of money 
in circulation that diminishes, but* the gold held in reserve by credit 
institutions. These changes in the gold reserve in turn cause a rise in 
the discount rate in the exporting country and a fall in the importing 
country, a restriction of credit in the former and expansion in the 
latter, and in consequence a fall of prices on the one hand and a rise 
on the other, leading in their turn to movements of goods or securities.* 
But in Rueff’s view it is the movement of gold that starts the restora- 
tion of equilibrium, whereas according to Angell and Ohlin these 
movements are the result, and not the cause, of previous movements 
of purchasing power. In the opinion of these writers the changes in 
purchasing power and their influence on prices take place inde- 
pendently of any movements of gold. On this point there is marked 
disagreement between the old conception and the new one which 
seems to us much nearer the truth. 

A similar evolution of ideas has taken place in regard to the equilibrium 


the margin between the two markets. Foreign purchases and sales will thus tend 
towards a new position of equilibrium, reaching together three or four milliards or 
even more. The inequality appearing between income and dispKsable production 
will speedily put an end to the risk of a deficit in the balance of accounts.” (Afialion, 
ViguUibredians les lUUUions iemmiques inUrnatumeUs, p. 151.) 

^ “The essential feature of the older analysis of mechanisms,” says Angell (p. 418), 
^*lies in the role assigned to specie flows. These flows were regarded as both certain 
to occur, and as being fairly rapid in their effects. Here, on the contrary, they have 
been relegated to a minor place. . . . The ultimate key to the maintenance c^equili* 
brium in the balance of payments in the face of enduring disturbances, and the key 
to the problem of Intemadmial equilibrium at large, must be sought in another 
direction. It lies in the effects diat a persisting change in the relation between the 
demand and supply of bills of foreign exchange produces upon the volume of pur- 
chasu^ power in circulation, and dirough it upon the general level of prices. ^ 

“Ihe analysis to this point has rested on the assumption that the countries con- . 
eemed maintained common metallic standards of money.” 

* Eue% 212-319. 
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of payments within one country. Here also the first step was to explain 
certain price changes by gold investments and then to revert to a 
simple explanation by income changes. Although it means gc^g back, 
to the eighteenth century it will not be out of place here to recall this. 
Kttle-marked episode in the history of economic ideas. 

Cantillon, in a noteworthy chapter marked by all his customary 
depth of vision, seeks to explain how equilibrium is brought about 
between two regions of the same country, and especially between the 
capital and the provinces. For this purpose he has recourse to the 
mechanism of the circulation of gold. Observing that the capital 
always has to receive very considerable sums of money, as payment 
of taxes or rents of landowners living in London or Paris, so that the 
capital is thus a creditor of the provinces, he writes, “This debt paid 
in specie will diminish the quantity of money in the provinces and 
increase it in the capital, so that commodities and merchandise will 
be dearer in the capital than in the provinces by reason of the greater 
abundance of money in the capital.”^ This inequality of pnees 
between the capital and the provinces, he says, will create a flow of 
goods from the latter to the former which will enable the deficit in 
the provinces to be paid for. In this way Gantillon applies the quantity 
theory pure and simple to a debit balance between two different parts 
of the same country. According to him it is by movements of specie 
and their influence on prices that the mechanism is started, exactly, 
as in the classical theory in the case of international trade. 

No one to-day would dream of explaining this phenomenon by 
such an over-simplified application of the quantity theory of money. 
All we should say is that since the income to be received by the capital 
is much larger than that due to the provinces, and since the capital 
cannot make all that its large population needs, the expenditure of this 
income causes the sending of commodities from the provinces to the 
capital, which makes it a debtor to the provinces, and in this way the 
equivalence of credits and debits is established. The circulation <rf 
specie and its effect on prices have nothing to do with the matter. In 
otfier words the explanation of internal exchange eqidlibrium by the 
conception of income has been quietly substituted (for so far as we 
know there has never been any controversy on the point) for a quanti- 
tative explanation by the influx of gold and the resulting changes in 
the price-level. 

A little reflection will show that Cantillon himself mixes up two 
notions: the expenditure pf income and the transfer of specie. In his 

^ Oantillcm, Essm sur la nature du emmerce^ p. 150 (ed. Higgs; Lond<m, MacmSlan, 
* 930 -. 
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time mcotne, eq^ecially in the country (France) that he used as an 
example, where the development of credit instruments was still in a 
rudimentary state, was received and spent to a large extent in money. 
Abundance of income and abundance of money were the same thing 
to him, as a careful reading of the chapter in which he deals with this 
problem will show. He admits that the incomes of the Parisians are 
received by them in specie and then redistributed to the provinces 
dirough the traders of the capital, who arc thus enabled to draw from 
the provinces the products demanded by the Parisians, But even in 
the eighteenth century this procedure had already been much simpli- 
fied by the bankers. And in the monetary system of the twentieth cen- 
tury, when new methods of payment have taken the place of movements 
of metallic money for internal trade, and transfers of income arc accom- 
plished almost without any. movements of specie (this being confined to 
a*singlc national reserve), the explanation by the greater or smaller 
abundance of specie and its effect on prices is even further removed 
firom reality. A separation has imperceptibly been made between the 
idea income and that of payment in metallic money. 

A similar though less complete development has taken place also 
in international payments. A creditor country can either spend dircedy 
abroad the income that the loan provides it with, or create at once 
at home and mits own currency the means of payment which are to 
jbe transferred to it by another coimtry, through the mechanism of 
credit that dispenses with the movement of gold. The reduction of 
income in a country is also accomplished in the same way by a move- 
ment of bank deposits or notes. No longer are the transfer of income 
and the transfer of gold identical operations, and theory has come 
more and more to separate the two notions of income and metallic 
money in the international as well as in the national sphere. It 
ascribes to movements of income (or purchasing power) the effects 
which used to be attributed exclusively to movements of metallic 
moncy.^ 

Differing views about the mechanism for restoring the exchanges 
broke out into a suggestive controversy, started by an article by Keynes 
in 1929 on the subject of the Young Plan* that was to replace the 
Dawes Plan. Keynes again took the view that in the long run (and 
despite the loans granted her in the foreign markets up to that time) 
Germany could pay only in goods, and he was frightened by the 

have explained diis devek^ment elsewhere by showing that the creation of 
bank deposits and notes by credit is siixq>ly one way of making metallic money 
circulate without displacing it. * 

?llie articles by Keynes, Ohlin, and Kueff appeared in the Ecenmic Jmanal in 
I9a9* 
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thought that she would have to offer them at lower and lower prices 
in order to get other countries to accept them. Now this lowering of 
prices, he said, could be achieved only by a reduction in the nominal 
and real wages of her workers to an almost intolerably low level. 
Keynes’s reasoning was based on the classical barter theory, accord^ 
ing to which a country having to meet a new foreign debt is con- 
demned to ‘offer! its goods at ever lower prices to induce its creditors 
to accept them in payment. 

To this argument Ohlin replied to this effect: let us set aside the old 
notion of barter and see what movements of purchasing power a war 
indemnity produces. We see at once that the creditor countries find 
their purchasing power increased by the amoimt of the indemnity 
while that of the debtor country is diminished by the same amount. 
This change by itself — ^without any obligation upon Germany to 
lower her prices and without any disturbance of the exchanges — 
ensures an additional market for the goods of the debtor country, and 
nothing can prevent German sales from increasing thirty, forty, or 
fifty per cent. The question is rather whether the creditor countries 
can regard such an influx of foreign goods without anxiety. 

When Rueff intervened he started from a rather different point of 
view in which the rate of exchange played an essential part. If, said 
he, the German Government took in taxation the sum needed to pay 
the indemnity the problem of transfer would be solved at once without 
any need to assume an additional fall in wages. The German Govern- 
ment by seeking foreign bills for the amount of the ind^nnity would 
make the price of these bills rise to the point at which the price of 
German goods in foreign currency would be lowered sufficiently to 
attract foreign purchases. These purchases would exactly correspond 
to the total of the goods withdrawn by the tax from German consump- 
tion. “The result of the tax will be to reduce the resources of the 
people of the debtor country, and this reduction of purchasing power 
will be exactly equal to the increase in the resources of the people of 
the creditor country” (p. 389), in virtue of what Rueff calls the 
principle erf the conservation of purchasing power. All German prices 
will be lowered for the foreigner in proportion to the depreciation of 
German exchange, and wages will not fall more than other forms of 
income. It is the sum total of these forms of income, and therefore 
the general standard of living, that will be reduced. 

Another important question was raised in the course of this contro- 
versy. In one of his artides Keynes had put forth the idea that exchanges 
of goods arc determined by the economic structure of the imrious 
counUrks, and cannot be adapted without difficulty to movements 
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of capitaL RuefF, on the contrary, asserted that the elasticity of 
commercial movraients had been proved many a time by experi- 
ence. It had been proved particularly by the extraordinarily rapid 
restoration of the French balance of payments when France was 
suddenly deprived of the support of American loans in 1919. The 
ease with which imports and exports of goods were readjusted at that 
time emphasized the elasticity of commercial movements and their 
dependence on movements of capital. 

A little later Aftalion devoted a chapter of his fine book on UEqidlibre 
dans les ichanges intemationaux to the same question. ‘‘Do goods fi 3 llow 
capital?” he asked himself, and he came to the conclusion that as a 
general rule, and apart from certain exceptional cases, the trade 
balance adapts itself to the needs of the balance of payments. Ex- 
perience shows, indeed, that countries owing either interest or capital 
are distinguished in general by an excess of exports, whereas creditor 
countries are characterized by a trade deficit. 

By the discussions that they aroused, then, the payment of German 
reparations and the repayment of the inter-Allied debts to the United 
States resulted in a general revision of ideas hitherto held as to the 
means by which the balance of payments is brought into equilibrium. 
The means arc similar to those employed in internal payments, and 
the resemblance between internal and external trade is once more 
established. The reintroduction of purchasing power instead of the 
comparison with barter in explaining the equilibrium of international 
trade has been equally fruitful of results in other spheres. By starting 
fi*om the idea of a transfer of purchasing power it is possible, in 
particular, to consider the influence exerted by the development of 
one particular industry on other industries in the same country. Thus 
the progress of the motor-car industry, or the wireless or the cinema, 
by increasing the incomes and purchasing power of these new in- 
dustries, alters the demand for the products of the older industries 
and causes reactions on their part to get back the markets they have 
partly lost. These reactions tend in general to lower the prices of their 
products so as to get back their former incomes by wider sales. This 
is a simple application of RuefF’s principle of the conservation of 
purchasing power. The progress of one industry leads immediately 
to a new distribution of the demand for the products of other industries 
and a readjustment of production in general. In these reactions is to 
be found the clue to that general loworing of prices that accompanies 
iht'ptogress of production when it is not compensgited by a simul- 
taneous creation of new monetary instruments. Thus the theory of 
eqmliluium between international purchases and sales can be apjdied 
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just as well to the establishment of equilibrium between different 
industries in one country, or between different regions of the same 
country when one develops more rapidly than the others. It is a 
general method of interpretation, rather delicate to handle, but much 
closer to rezdity. 

Finally, it should not be necessary to stress the fact that the sudden 
introduction of a new element into the system of international trade, 
such as the payment of a war indemnity or credit operations on an 
unaccustomed scale, is bound to have repercussions on the entire 
economy of the country in question. During the ten years following^ 
the First World War these great transfers of funds caused much 
disturbance to money markets and even to commodity markets. 
Along with the monetary instability and the inevitable fall in prices 
that always follows the rise caused by a prolonged war, they con- 
tributed also to the economic uneasiness that persisted so long after 
the war. 

In this respect, also, the classical theory of international commerce, 
by which the equilibrium of debits and credits seemed to be estab- 
lished or restored with incomparable simplicity, has been shown to be 
at fault. Taussig called attention to this forcibly in the following 
passage: 

The Ricardians imagined that changes in prices would follow 
quickly and smoothly from the inflow and outflow of specie; goods 
would also move in and out of the country with ease and prompt- 
ness. The whole machinery would work without giving any trouble, 
without disconcerting either the business world or the public 
Treasury or the observing economist. The intellectually courageous 
simplification of the problem is quite out of accord with the ex- 
periences of their own times [the Napoleonic Wars] or of any later 
time when there was the sudden impact of a huge remittance.^ 

It is to be hoped that this lesson will not be forgotten in the future. 


Ill: THE INFLUENCE OF INTERNATIONAL TRADE 
ON NATIONAL PRICES 

Here is another long-neglected problem that has suddenly become 
of great practical importance through the war and the compulsory 
nationalization of all economic systems. What is the effect of inter- 
national trade on national price-levek? It ought a priori to assimilate 
the prices of similar goods produced in different coimtries, but is this 
actually the case? Do there not remain great differences n<^ only 
• - ^ Taussig, International Tradiy p. - 
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between the prices of products, but also between the prices of services 
in different countrks? And are we not justified in speaking of different 
price-levels in different countries? In this case is not currency devalua- 
titm the simplest method of restoring the equilibrium that has been 
destroyed? This is a strictly practical problem that statesmen call 
upon economists to solve. 

The answers given by economic science to these questions were, it 
must be admitted, both fragmentary and inadequate, and some 
theories which had formulated solutions — ^like that of Senior — ^were 
well-nigh forgotten. So the whole question was brought forward anew, 
with results that are certainly not very satisfactory, though they 
deserve mention, if only because of the fame of the economists asso- 
ciated with them and the very difficulty of the questions raised. 

Two main facts were obvious to observers: (i) Between price-levels 
in countries with the same monetary standard there is a very striking 
agreement in the rate of movement. This was shown throughout the 
nineteenth century between gold-standard countries, and was con- 
firmed by the worldwide fall in prices after 1925, and still more after 
1930. (2) On the other hand, between the price-levels of different 
countries, as revealed by index numbers, there are at any given 
moment divergences that persist despite the general similarity of their 
movements. How are we to explain these two apparently contra- 
dictory facts? How can we reconcile the parallelism of the general 
movements and the relative independence of the price-levels? 

On the first pc^t recent writers, especially Angell and Ohlin, have 
done little more than confirm and give precision to the older ideas. 
Ohlin distinguishes two kinds of prices: those of commodities con- 
sumed on m international scale (metals, coal,‘ essential agricultural 
products like com, sugar, and sq forth), and those of commodities 
whose consumption is for the most part confined to one country 
(bricb and stone, building slates, timber and woodwork, furniture, 
etc.). The former are sold simultaneously on the great international 
markets, and their prices scarcely differ from one region to another 
except by the amoimt of customs duties and transport costs (p. 152). 
The prices of the latter — ^what might be called internal or domestic 
goods — ^em at first glance to show greater independence from country 
to country. Why, for example, riiould not houses o£ the same kind, 
built largely of materials obtained firom the country itself, be much 
dearo* in Englatnl than in France, or vice versa? Actually, however, 
says Ohlin (pp. 153 ff,)^ the prices of ‘dcwnestic* products bear even 
more similarity to each other in different countries than those of 
‘intornatkmal’ commodities. This is because they necessitate the 
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employment of numerous imported products and are naturally subject 
to the influence of the prices of these. The price of wooden houses^ 
for instance, will be affected of necessity by variations in the price of 
timber on the great markets. It is the same with food products. 
The price of foreign butter will affect the price of ^national* milk, 
because the more foreign butter is imported the smaller the demand 
for ‘national’ milk to make into butter, and this will tend to lower 
its price. The price of ‘national’ fats will vary according to the 
amount of oil products imported. Again, the price of ‘national’ 
apples will be influenced by that of bananas or orknges, which are 
substitutes for them in everyday consumption, and so forth. Advocates 
of agricultural protection make good use of these repercussions as 
arguments for demanding the prohibition not only of a single com- 
modity but of a whole group of commodities capable of meeting the 
same need. These influences operate the more strongly the more 
transport facilities are perfected, so that access to markets is made 
easier. In short, the bonds that connect prices in one country to 
those in other countries have become ^ numerous and so close that 
we cannot imagine a rise or fall at one point without expecting reper- 
cussions at all other points. Hence arises the striking similarity 
between the trend of price-index numbers in countries on the same 
monetary standard. 

But, on the other hand, it is none the less certain that in the case of 
many commodities there are often considerable divergences in price 
between two countries, and these divergences are sometimes remarkably 
permanent. How is this to be explained? They arc particularly 
marked in the prices of services, and above all in the prices of labour. 
It was in regard to these that a theory of price variations between 
different countries was given its first rough outline. Ricardo was the 
first to formulate it, and then, a little later. Senior gave it much more 
precision in his book entitled TTiree Lectures on the Cost of Obtaining 
Mowy.'^ Senior’s thesis is summed up in the following two propositions: 

1 London, Murray, 1830. The most important pass^ b at p. 14: “In Ikct the 
portableness of the precious metals and ^e universality oi the dmiand for them 
render the whde commercial world one country, in whi(^ bullion is the money, and 
the inhabitants of each nation form a dbtinct class of labourers. We know that in 
the small market of every district the remuneration paid to the producer is in propor- 
tion to the value produced. And consequently that if one man can by superior 
diligence, or superior skill, or by the assistance of a larger capital, or by deferring for 
a longer time his remuneration, or by any advantage natur^ or acquired, occasion 
a mcne valuable product, he will receive a hig^ef reward. It is thus that a lawyer 
b bett^ paid than a watchmaker, a watchms^er than a weaver, a lirst-rate dian an 
ordinary workman. And for the same reason in the general market of the wm-ld an 
Englishman b better paid than a Frenchman^ ai Freneshman than a Pole, and a Pole , 
than a Hindoa** And just as in a land of goM^minea b b the ouQnit of fcilcl that 
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(l) wages in any country are determined by the wages paid in the 
e?^ort industries; (2) wages in these latter industries are fixed 
from cotmtry to country by the quality erf* the labour furnished. The 
purchasing countries will give higher pay to the worker who produces 
the greatest quantity or the best quality of a product in the same time 
as his competitor, or who makes things that these countries consider 
the most desirable. This explains the high wages paid in England in 
comparison with French, German, or Russian wages, English goods 
being more sought after on all markets. This doctrine, which served 
to explain in particular the high wages paid in England at that time, 
aroused little interest outside England. Taussig studied the same 
problem in 1906 in connexion with American wages, which in their 
turn astonished people by their high level — ^higher than those of other 
coimtries, including England. He said, quite truly, that nothing could 
be found in the writings of French or German economists to show that 
their attention had been turned to these subjects.^ 

But Taussig might have mentioned the Dutch economist and states- 
man Pierson, who took up the same problem at the same time as 
Taussig was studying it, and started, like Taussig, from the differences 
in wages in order to solve the wider problem of the differences in 
price-levels between different coimtries. It was, no doubt, the reputa- 
tion of Holland as a ‘dear’ country that led him to pay attention to 
this question. In a very interesting chapter on the value of money in 
different countries Pierson asserted that the only way to compare the 
purchasing power of money in one country with that in another 
their price-levels) is to compare its purchasing power in regard 
to services, not goods. The problem of the conditions that determine 
the local value of money, he said, can be posed only in these terms: 
how is the price of labour, expressed in money, determined in a 

determines die wages <rf all other workers, so too **tbe mine worked by England is 
die general market the world: the miners are those who produce those commodides 
by the eicportadon of which the precious metals are obtained, and the amount of 
^ precious metals, which by a given exerdon of labour, and advance of capital, 
they can obtain, must afford the scale by which the ronuneradon of all other pzx>- 
du(^ is calculated** (p. 241). If we try to give precision to these statements, which, 
depute their s^arent clarity, are still rather vague, we reach the following ccmcep* 
doo. For all products that ^ve an intemadonal market, the remuneradon of the 
workers in each country will naturally be greater if they produce more goods by a 
day’s work. Remuneradon will be determined by produedvity. On the other hand, 
Ibr products that have cost the same amount of labour, those most in demand or 
matt souig^ afler on the intemadcmal maiket will also be the best paid, and the rate 
of remuneradon thus obtained will force itself by degrees upon the total wages paid 
in each countsy* 

A ^ Taussig will be found in Ohlin, pp. 280-263* 

and Rjcjftnctjy, p. 85, mte {New Ytark, MadnUl^ 1920). 
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country or district? It should be noted to begin with that by ‘price 
of labour’ the author does not mean only the nominal wages of the 
worker, but includes also the profit of the entrepreneur and the interest 
of capital — i.e,^ the price of all the services used in making a product. 
And his answer, which is the same as Senior’s, is that the price of 
labour, or, more precisely, the scale of prices of labour in a given 
country, depends on the quantity of the standard metal that this 
country can obtain in exchange for the products it exports.^ In other 
words, the price of labour — ^in the special sense that Pierson gives to 
the phrase — that is acquired by the exported products fixes the entire 
range of remuneration in the country. That is the very conclusion 
reached by Senior. But what can be deduced from it in regard to 
comparative price-levels for goodsl The answer is hardly anything, 
for Pierson hastens to add that a high price for services is quite com- 
patible with a low price for products. In his view, a low purchasing 
power of money in a country {i.e., a high price of labour) is not 
synonymous with a high level of prices y for the productivity of labour, 
measured by the number of days taken to produce the same thing in 
two coimtries, may be greater than it is elsewhere, and that means 
low prices. In brief, the two phrases ‘high level of prices of things in 
a country’ and ‘low purchasing power of money’ are not identical, 
for the second relates to services alone and the first to all products. 
Pierson drew the conclusion that pnce-levels in two countries could 
not be compared in any satisfactory way. In any such comparison, 
he said, individual experiences play a preponderant part, and these 
depend on individual needs. A coqptry that one person considers 
‘dear’ may with equally good reason be regarded by another as 
‘cheap.’ (P. 369.) He added that a high price of labour is always 
an indication of economic prosperity. 

Taussig, dealing with the s^e problem in 1906,* reached very 
similar conclusions, which he reaffirmed in his. book in 1927, But 
this is not to be wondered at, since his doctrine, like Pierson’s, is in a 
direct line of descent from that of Senior. In his view each coimtry 
exports those of its products in which its labour is relatively most 
“efficient” — t.r., in which its productivity for the same time worked 
is relatively greatest. Its products are cheaper than their foreign 
counterparts because, by hypothesis, in the time taken to make, say, 
ten units, the other countries make five. Hence the advantage 

^ Picr«m, JhrineipUSf Vri. I, p. 369, of the English translation. 

^ In an article in The Q^tarterfy Journal of Economics (August 1906) on Wages and 
Prices in their Relation to International Tracb, reprinted in 1920 in his Free Tradoy Ae 
Torift nad pp^ 70 J*.: sec cqpecially note at p* 84. 
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possessed by a country like the United States, which manages to 
produce much more than its competitors in the same time by the use 
> of machinery both in agriculture and industry, and by the skill shown 
by its workers in using this machinery. The rcmimeration of labour 
b therefore greater in the American export industries, and this 
remuneration determines what must be paid in all other industries. 
High wages are found in countries where labour is e$cient in the 
production of txport commodities, and whose exports fetch a good 
price in the markets of the world. But Taussig, like Pierson, is careful 
to add that high wages must not be identified with high prices. If, 
he says, in the ‘domestic* industries those working for the home 
market) the efficiency of labour is also greater than it is elsewhere, 
then the prices of ‘domestic* products will be relatively low, despite 
the high wages. He observes that in the United States a great number 
of ‘domestic* products arc cheaper than in Europe, while, on the 
other hand, all personal soAnces arc much dearer. To smn up, it may 
be said that the United States, though a country of high wages, is 
not a country of high prices for the great majority of the population, 
though it is very much so for the wealthy and well-to-do classes (p. 8i ). 

In short, Taussig’s theory, like Pierson’s, though it considen wage 
differences between countries, fails to explain differences in price- 
levds. Taussig even leans to the belid* that we cannot speak of a 
general level of prices, but must distinguish carefully according to 
kinds of products. All that can be said — ^and it is the conclusion 
already reached by Senior — ^is that high wages in a country are 
generally a sign rf prosperity and well-being, because they arc a sign 

highly developed productivity, and consequently of the widespread 
use kA machinery and improved methods of cultivation and manu- 
facture.^ 

The sdludon rf the problem discussed by Taussig and Pierson 
became a matter of peculiar urgency when, after the First World War, 
several States decided to devaluate their currency so as to low^ the 
gooeral level of their prices, because, they sand, high prices hindered 
die exportation of their goods. The long-neglected problem of the 
rdation between the price-levels of different countries again became 
ox^ of immediate interest, for on this relation depended in peat the 
rate at which each country meant to fix the level of its currency in 
relation to others. After the collapse of the pound in 1931 and the 
dollar in 1933 all French prices, expressed in sterling or dollars, were 

^ The fioticm that a manufacturing and expordng country draws much money frozn 
ahfoad, and diereR>re shows a his^ price-levd, had alre^y been categorically ex- 
pounded by Candikm, Essai m ktnaimdtmmtmitd, Higgs^ chapt^ v, pp, 156*157* 
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suddenly raised in relation to English and American prices. When 
France decided in 1936 to devaluate the franc once again Switssorland 
hastened to follow suit, in order to avoid a price diilerence between 
the two countries that would threaten her eaqjorts. So too in 1931 the 
Scandinavian countries had followed England^ $0 as not to lose the 
market that their products had hitherto found there. In this way 
the various governments showed their conviction that the general 
price-Ievd of one country can for a fairly long time be h^her than that 
of others, and that the effects of this are felt by foreign trade, at least 
temporarily. Many economists remained sceptical, being convinced 
that after a certain time-lag the temporary excess of exports from the 
favoured coimtry must either diminish or evoke a contrary stream dF 
imports, owing to the necessary equilibriuixi between a country’s 
purchases and sales. But how long can this time-lag last? It may be 
months or even years before the former volume of exports is restored, 
as England foimd by experience after 1925 and France, after 1931. 

These circumstances again drew attention to the problem discussed 
by Taussig as early as 1906, and to the causes of the difference of price- 
levels in different countries. The solution proposed by Taussig met 
with numerous objections from Ohlin and Angeli, The former, 
basing his argument on the idea of mutual dependence, was unwilling 
to give to a single factor — such as the efficiency of labour — a derisive 
role in the fixing of relative price-levels. It is the sum total of the 
factors that act on prices that must be considered. The comparatively 
high rate of w£^es in the United States results, a<xording to Ohlin, 
from the relative scarcity of man-power in that country, and not only 
firom the great advantages enjoyed by the export industries. Angell 
adopts a very similar view. 

But it is the legitimacy of the problem itself that is.open to question. 
C3an we really speak of the price-level of one country compared to 
that of others, when the very nature of the goods of one country varies 
greatly from those of another, despite their identity of name? When 
we seek to compare the absolute prices of goods in various countries, 
the principal difficulty we are up against is that of frnding lists, of 
products that arc really capable of being compared. Too little atten- 
tion is generally paid to the differences between manufactured products 
in common consumption in different countries, such as clothing, 
furniture, and utensils. Each nation has its own habite and traditions 
adapted to its climate and its own particular needs. Food, clothing^ 
and housing are very different, even to a superficial observer, in 
Norway and England, or in France and Italy. Commodities common 
to them all am confined to a certain number staple internatiema} 
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goods, such as metallic raw materials and a few major agricultural 
ptodncts like milk, butter, and oil. In these circumstances the very 
idea of comparing price-levels is faced by an objection at the outset, 
and the practical conclusions that can be drawn from it are of little 
importance. 

It is for statistical observation to settle the problem. Attempts at a 
more precise comparison of price-levels have so for met with the 
greatest difficulty, the theoretical reasons for which were admirably 
explained by Rcn6 Roy in a remarkable study published in the Paris 
Journal de la Socidti de Statistique for Scptembcr-October 1941 , as well 
as by Ohlin (p. 159 ). Some good writers, however, such as Knut 
Wicksell, who dealt with the question a few years before the Second 
World War, arc content with the statement that ** broadly speaking the 
price of the same commodity cannot vary in two different countries by 
much more than the import duty and the freight.”^ But this formula is 
too much simplified, as Ohlin has shown: it is true only of countries that 
arc all importers of a commodity supplied by the sam exporting 
country; fcH* instance, all countries that buy their wood pulp from 
Sweden. It ceases to be true when we compare the price of this com- 
modity in one of the importing countries with its price in another: the 
difference is often less than the cost of transport between the two 
cemntries,* In short, the problem of price differences between different 
countries is far from having been satisfactorily solved. 

One notion that should be mentioned here — a, very old one — ^is that 
a prosperous country is generally a country of high prices. From 
Gantillon to Ricardo and down to Pierson and Taussig we find it 
constantly reappearing. But Wicksell considers it an illusion,’ though 
he docs not say how it arose. We will try to explain, as a modest 
contribution to a problem whose solution b beset by so many pit&lb. 

A prosperous country b one in which the quantity of products 
and services to be consumed per head of population b greater than 
elsewhere, or of better quality, or both. In such a country, therefore, 
the inhalutants tnjoy on an average a higher standard pf life dian 
those in less prosperous countries. If we admit that prices of the same 
products are the same in thb as in other countries, we are bound to 

^ Wkksell, Leeturu m FoUikd Eemunu* Eng^ trambdoii, 1935, Vol. II, p. 158. 

psss^ contmues as foUowi; **A factor wbicb certainly tends to raise the asst 
of firing in prosperous countries is the h^ level of wages and the msuing higher 
prim fi^rrilpemnial services and rilworlcdof^ by hand. But this does not 
ctahly affect commodity prices, or at any rate the prkes of those commodities 
Ing into s tatistics*** 

OUBb. lat amM md ostf hamtfjimd Tni*, p. 1,7. 

VeL II, p. ts7. 
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attribute the prosperity of this pne to the fact that the nominal in- 
come of each person — the amount he receives and spends per day 
or per month — ^is represented by a higher %ure than elsewhere. A 
prosperous country, then, will be a country not necessarily of high 
prices but of high incomes. Now, in a counOy of high incomes it 
will be possible to obtain not only more things at the same price as 
elsewhere, but also things of better quality which, if th^ were consumed 
in poor countries as well^ would have the same price, but which are mt 
consumed Uiere^ because incomes are too low and these things are dear 
in relation to those incomes and not in relation to the same things 
made elsewhere. So in prosperous countries we find products that are 
too dear to be obtained in poor countries, but not dearer than they 
would be in the latter countries if th^ were found there. The entire range 
of consumption is different in those countries, so that superficial 
observers get the impression that the cost of hving in general is higher. 
But that comes of comparing cost of living with incomes in the less 
wealthy countries, instead of with the prices of products, which arc 
the same, or woidd be the same if they were met with there. In England, 
for instance, or in Holland, articles of toilet and clothing, etc., seem 
dear to an Italian or a Frenchman, but actually they arc things of 
better quality than in France or Italy — ^more solid or more durable 
things, which in the latter countries are confined to the richer section 
of the community, whereas they arc in common use in England and 
Holland. So we get back to a ver; similar idea of the problem to that 
of Pierson. 

IV: THE INTERNATIONAL DISTRIBUTION OF GOLD 

Closely connected with the problem of price-levels is another prob- 
lem that greatly concerned the Classical school of political economy: 
that of the distribution of gold among the different countries. 

The doctrine formulated for the first time by Hume (following 
Candllon), and again in almost identical terms by Ricardo, Senior, 
Mill, and Bastable, remained for a long time without any important 
change. Its essential points are the two following ideas: (i) that gold 
is a commodity whose circulation firom one country to another h 
determined by the same circumstances as other commodities; (a) that 
just as commodities are exported firom a country where tlwy are 
cheap to one wlum they are dearer, so is gold exported when it h 
cheaper in one country than in others (or, in othar wmds, whm the ;; 
price-level is higher than elsewhere), and this export oi gold ^nds 
after aihort to equalize the price-levels in the differmt countrieit 
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from the banning this doctrine has received many modifications. 
Ricardo’s opponents observed that gold was exported whenever the 
balance of accoimts was out of equilibrium, so that the rate of exchange 
rose. Now, the reasons for the di^uilibrium of this balance are very 
numerous, so dififerences between the general price-levels of different 
countries are far firom being the sole cause of gold movements. 

To meet this objection a distinction has been made, as by Mill, 
between two kinds of disequilibrium in the balance of accounts, namely, 
those of short duration arising from temporary inequality between a 
country’s credits and foreign debts, leading to very slight remittances 
of gold, and those of longer duration, where the outflow of gold may 
go on for a fairly long time, and which result from a marked inequality 
between the price-levels of exporting coimtries and the rest. These 
latter disequilibria are less fi-equent than the former kind and appear 
particularly at times when large quantities of the monetary metak are 
bring produced. 

This is the point at which the theory of the world distribution of 
gold was left by MiU and his successors. The second case, however, 
was more and more neglected &s it was very rarely met with in practice: 
it is not even mentioned by Cjk>scben in his famous Theoiy of the Foreign 
Exdumges^ 

It is obvious diat the origin of the classical doctrine is to be foimd 
in the great discoveries of gold and silver in the sixteenth century, the 
iwe in prices that resulted fn>m them, and the consequent distribution 
of the predous metals among the trading countries through the im- 
port and export of goods. The mechanism of this distribution con- 
tinued to obsess the classical writers, and their notions were to be 
largely confirmed by the two great influxes of gold during the nine- 
teenth century. After the discovery of the Australian and Californian 
grid-fields, as well as those of the Transvaal, a flood of gold poured 
cm two occasions over the world, leading gradually to a general rise 
of prices, accemipanied by an expansion of international commerce, 
by a method vary similar to that described by Ricardo and his succes- 
sm (and even earlier sttU by Ganttllon). As to this mec:hanism there 
is fimdamental agreement to-day between advocates and opponents 
alike of the ‘quantity theory.’ Whether they start fiom the conception 
of inccmiei, like Aftalion in the impcHtant bcxik diat he devoted to this 
qiKxticm under the title of Mmrnm^ prix et changef^ or whether, like 

^ Gotdbea wacye that exporu of speck are the fault of the baianee of debts, or el^ 
of a dtfoenoe in the value of money, or else, again, of variationt in the vtdue of 
money in oifculation (U., the depreciatkm of a currency). 

^ S^ey, Fans, Thh volume ym to be completed by a Amber one In 1938 
mrnedUikXhmmuM. 
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Rucff in his Thiorie des phdnomines monitaireSi^ they rely on the notion 
of ^monetary circulation/ both parties declare that the disequilibria 
of the balance of accounts caused by the rise of prices in the countries 
where the gold is discovered and the resulting exchange fluctuations 
determine the spread of gold and its distribution among the different 
countries.* By the term ‘balance of accounts’ Aflalion means the 
balance of external income received in the course of a year, to be 
dbtinguished firom the ‘balance of payments,’ which in this author’s 
terminology includes not just the annual incomes but the sum-total 
of a country’s external debits and credits. Rueff conforms to old 
tradition in using ‘balance of accounts’ to denote all elements, what- 
ever they may be (capital, income, and goods), which corresponds 
to Aftalion’s ‘ balance of payments.’ But this difference in terminology 
does not affect the agreement of the two writers as to the fundamentsd 
determinant of the movements of gold from coimtry to country. 

Wicksell has given a similar interpretation <rf the phenomenon, and 
explains with remarkable precision certain facts that are often not 
sufficiently emphasized. He observes first that the discovery of a gold- 
mine is accompanied by a very great rise of prices in the coimtry where 
it is found. But that is only the first stage. Foreign goods soon Ix^[in 
to flow into the country, attracted by these high prices, “with the result 
that prices soon revert to normal and at the first shock possibly fall 
below normal.’’ This fall in prices allows the production of gold to 
continue, though without this fall the cost would have become pro- 
hibitive. Profits firom the mines become normal again, and the export 
of gold continues. It is, therefore, the gold that is exported to other 
countries that will henceforth affect prices in those countries, and by 
raising them create disequilibrium in the balance of accounts, wfaidi 

* Payot, Paris, 1927. 

* **Tiiere is at each instant one ang^e equilibrium distribution of the worid stodc 
of gold, leading to a range of prices of such a nature that ^hen ah conditioiis widiln 
each country at the moment in question are taken into account (including the rda* 
dons of particular prices, transport costs, individual habits in regard to the use of 
diflerent fiMnns of money, velocity of circulation, aedvity of trade, banking ptdky, 
discount rate . . .) HW Istaf balimm ihi moutUs 0/ ell the eem^Hes eoeeermd ere mei 
temem in equUibrim.^* (Rueff, Thkrie des phiemhes meedtains^ p. 049.) 

It is dear cm reading this passage that It is not altogether correct to dan RueflV 
theory demg with those of Aflalion or Wkksdl. Ruefl^s theory k purely static; he 
does not take tnU) account the dynamic hypothesis of new production of gold--ei 
hypothesis that he win probably examine in the forthcoming vdume of his work, 
l^t die world distribution of new gold is brought about, Wee the dhtribudem pt 
^exbdng by dianges in the bailee of accounts, ami it is therefmne kgidfliatie 
here to asiodate Rueff with the other writers mentkmed, aldumgh th^ pdnt 
view is more dynamic. In examining doctrines that Resent a number of 
huHvIdiial cUSntnoet it ii impossible, without unduly lengthcming this book. Ip gp 
hNo 1^ the cbn^ diat a comparisem of these doctrines demand* , 
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will in turn give rise to a new . distribution of the gold* Wicksell 
emphasizes the &ct that this rise of prices is due directly to the influx 
of gold, apart from any effect it may have on the rate of discount. 
And this is the more interesting because the author has shown else- 
where the importance he attaches to the influence of the discount 
rate on prices.^ 

Yet on the morrow of the First World War we watched with astonish- 
ment enormous movements of gold that seemed to contradict this simple 
thesis. Neither the disequilibrium of the balance of trade nor that of the 
balance o[ accounts (at least in the restricted sense given to that term 
by Aftalion) seemed able to accotmt for it. The large gold payments 
made by England and France to the United States during the war 
were easily explained by the impossibility of exporting goods at that 
time to pay for the enormous amount of war material imported by 
those coimtries. They confirmed the old observation that countries 
with an inconvertible paper currency arc gradually stripped of their 
stock of metal for the benefit of the foreigner. But when the war was 
over the flow of gold to the United States continued and even increased, 
even when foreign trade had been restored. Was not that a strange 
anomaly? 

In reality the phenomenon was due to a particular circumstance 
not mentioned by the Classical economists because it had not shown 
itself in their time and because they adopted the single assumption of 
an international metallic standard. The circumstance in question was 
the temporary existence of two purchasing prices for gold, owing to the 
system of paper money employed by the majority of countries. Between 
these prices the sellers were free to choose, and they naturally chose 
the most advantageous. One was the official price, the other the actual 
maritet price. On the exchange market the prices of the paper pound 
and the paper franc in relation to the dollar convertible into gold had 
cfepreciated. But the Bank of England and the Bank of France con- 
tinued to (^er, for the gold brought to them, a price in paper pounds 
or paper francs as Unv as ^uU in force before the war when both countries 
were stiU mi the gold standard. So a dollar bought on the exchange 
market for paper money might cost 5^. 6d. in London and 15 francs 
in Faris, udiereas a weight of gold equal to that contain^ in this 
smut dtdlar was still exchangeable officially at the Bank of England for 
4^;^ in noOes, and in Paris for 4.86 fiancs. Frcnn this divergence between 
official buying price and the price of the gold dollar on the# 
exchange market there was bouml to result, as an inevitable conse- 
qumice, that tl^ producers of gold wishing to obtain paper pounds 
^ Wkisefl, U^ms m PeUtkd Irstiili^cm, VoL II, pp. 161-s^ 
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or francs adopted the roundabout method sending their gold to New 
TorL There they changed it into dollars, which they then sold on the 
exchange market in London or Paris at the price of y. 6 d. or 15 francs 
— ^far higher than the l^al buying price. TTierein lies the whole secret 
of what was for a long time called the “cornering” of gold by the 
United States and the “maldistribution” of the precious metal. 
Cornering and maldistribution were the inevitable consequence of 
the absurdly prolonged refusal of the two great issuing banks to buy 
gold at a price corresponding to the value of the gold dollar on the 
exchange market. It meant the systematic exclusion of newly produced 
gold from their coffers. The accumulation of gold by the Unitol 
States continued as long as there was this difference between the 
buying price of the gold dollar at the European issuing banks and that 
obtainable on the exchange markets. 

What these events showed was this: that gold turned to those 
countries where it was dearer ^ not only in goods (which was the Classical 
doctrine) but also (and this was the new fact brought into prominence 
by these happenings) in the currency of other countries^ when the rates of 
exchange between these currencies and between them and gold were 
not the same. That is the conclusion seen so clearly by Aftalion in his 
admirable UOr et la monnaie. 

Now, was this actually a new fact? Fundamentally it was the 
application to the paper-money system of phenomena often observed 
in bimetallic systems, when sometimes gold and sometimes silver 
was exported or impented, according as one could be exchaiq;ed for 
the other at a more favourable rate than the legal exchange rate in 
the country where the movements began. The influx of gold into 
the United States slackened after 1925 when its cause disappeared, 
that is to say, when first England and then France stabilized their 
currencies and thus did away with the difference, too long maintained, 
between the price of gold on the exchange market smd its official 
purchase price. 

After 1928 and^ 19291 and despite the stabilization of sterling, a new 
flow of gold began to the United States and also to France. This time 
a new circumstance had arisen: the exportation of capital, especially 
short-term capital, caused first by the enormous differences in interest 
rates on the great money marked, and later by uncertainty as to tim 
stability of the monetary standard^ this latter circumstance bdng pre^ 
dominant after the criris of 1930. Then appeared what Aftalion caSs 
“the attraction of sound money” — i.s., the search by capital for a 
refuge in the securities or values of countries wiK)se 
iikdy to remain more stable than elsewhere ai^ less threaito^^^l 
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devaluation. No one had hitherto iina^ned that these influences, 
generally so fleeting, could ever reach the scale that they then attained, 
or lead to such gigantic movements of gold. Yet there was nothing in 
this that contradicted the Classical doctrine: events were simply 
showing that an ** unfavourable** balance of accounts can result from 
circumstances far more numerous than the single movements that that 
doctrine took into account — i.e., movements of goods determined by 
price difierences. According to whether or not movements of capital 
are included in the ‘balance of accounts* (whether RuefTs or Aftalion’s 
definition is preferred) will these movements be regarded as a simple 
application of the general theory or as an anomaly.^ 

In one case, moreover, the old Classical theory itself has received 
strfldng confirmation in the events of this period. This was the situa- 
tion in which England found herself in relation to the United States 
after the return of the pound to par in 1925. The volume of means 

payment for the English had greatly increased during the war, and 
under this influence the English price-level had risen very high. But 
it had been thought possible to peg the pound to the dollar at the old 
rate. The consequence followed promptly: the export of English 
products became more difficult, uf^tting the English balance of trade 
and constantly driving the rate of exchange of the pound to the out- 
gemg specie point. Hence arose an export of gold from England — 
thot^ in smaller quantities than in the earlier period — or, more 
^Ctly, a tendency for gold newly extracted firom the mines to go 
elsewhere than to England. This was a striking confirmation of the 
Classical doctrine* The movement did not end and gold did not begin 
to return to England till after the devaluation of die pound sterlii^* 

The monetary phenomena of this period, more like those of the 
e^teenth century, so well described by Cantillon, than those the 
nineteenth, caused surprise by the imprecedented extent of the gold 
movements — a surprise that was reflected in theories numerous but 
^hemeral. We Imve already mentioned the one that aroused the 
Ih^est discussion-^the theory of the ‘maldistribution* of gold, 
debated at length at the Gold Oonference at Geneva in 1^8 and 1929, 
and in the economic reviews.* Aftalion has examined in detail the 
arguments put fmward by the supporters of this theory — and particu- 
hriy the influence on the genoal foil of prices attribuuri by them to 
this ‘snah&tribution* — a most instructive book entided L*Or et sa 

* Tbe same thing happened vdien dte United States suddenly reduced the gold 
conteiU of the dollar in 1933. 

*See«ipseially thearttdesby 7 h$ Eammnist ^ 

d fe c uiri om mite^iaa lwohetitatled 3 ^ 1931)* 
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disiribuHm numdiale.^ Some of the fundamental points of this theory 
have been bridBy summarized in the preceding pages* The ^mal« 
distribution’ of gold was, in reality, the result erf measures taken by the 
belligerent countries themselves after the First World War, and of their 
reluctance to restore an international monetary system after the 
avalanche of paper money that started during hostilities* 

So nothing happened during these dramatic years to contradict the 
Classical doctrine of the distribution of gold in normal times. But, on 
the other hand, events have shown that other influences r^arded by 
the Classical school as secondary or exceptional (even to the extent of 
leaving them unmentioned) might assume unsuspected importance, 
as a result of the upheavals caused by the war, and set up gold move- 
ments singularly difficult to remedy. In his Principles of Economics^ 
already quoted, whose superiority b as marked on thb subject as on 
others, Pierson had already developed Ricardo’s theory so as to cover 
other movements of gold besides those dealt with by that author. 
And Pierson attributed to Ricardo the particular merit of recognizing 
that international gold movements were due primarily to monetary 
and not commerdal causes.* Aftalion’s exposition of more recent 
experiences leads to the same conclusion. 

V; COMMERCIAL POLICY: FREE TRADE, PROTECTION, 

AND AUTARKY 

While the old Ricardian doctrine was being developed and refined 
into a theory both more complex and closer to the facts, the con- 
troversy among economists concerning the best commercial policy still 
went on, though in a far less stormy atmosphere than at the end of 
the nineteenth century. The triumph of an ever more restrictive 
protection, before and especially after the war, even in countries 
traditionally attached to Free Trade, like Great Britain, Holland, and 
Belgium, took much of the sting out of the controversies, whose in- 
fluence upon practice was admittedly growing continually weaker. 
But this triumph did not prevent the uninterrupted progress of inter- 
national trade, though from time to time the approadiing end of ittf 
continued expansion was foretold by certain writers. It was prwlictcd 
even before the First World War,* and it was predictod after it,* but 
^ ^ Dallos, Park, 193a. 

* See |Murtk;iulai^ pp. 536-563 of Pkjrron*! PrindpUs rf Bconomes^ Vol. I. 

* For example, Ni^aro and Oualid, in a book called U&xhidm du Commem (i 9 N)# 

expressed the opinion that France and England **havc now reached the peak of thob ^ 
foreign trade.’* (P. 416.) , ^ 

* By ^C^blin, for at p. ia6 of hit book already quoted, Ins con**' 

we a laddiig in pieciiien and mtcf be diffinenttjr iatetp'tted ,* 
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the predictions were always belied by the facts. On the eve of the 
great crisis of 1930 international trade reached a level hitherto un- 
known. Its decline — ^which was, moreover, relative, and much more 
a matter of prices than of quantities — ^seemed only temporary. But for 
the outbreak of another war it would probably have soared to new 
h^ghts through the general world expansion of production, calling 
every year for more raw ihaterials, more machinery, more tools, and 
more varied foodstuffs. Nothing, it seemed, but a check to the growth 
o£ population could seriously slow down the astounding progress of 
international trade during the past hundred years. Yet nothing is less 
certaih. 

Other circumstances intervened. To begin with, the tariff system 
of a country, whether protectionist or Free Trade, seemed to have no 
appreciable connexion with the more or less rapid progress of its 
economy. The progress of protectionist' countries like Germany and 
the United States in the twenty-five years before the World War 
was often more rapid than that of Free Trade countries, while, on 
the other hand, Jhe Spanish economy, strictly protectionist, made but 
slow progress. In short, the amount of protection or Free Trade seems 
to have played only a slight part in the development of trade and 
prosperity in any country: the true motive forces are to be foimd 
dfewhere. Charles Gide, in France, had already pointed this out, 
and economists of more strictly liberal views, like Divisia, are tending 
nowadays towards the same conclusion. 

On the other hand, the great world movements of prices, up and 
down, have obviously exercised a much more marked influence than 
tariff* systems on the rhythm of progress or depression of the great 
economic systems. Marshall, in a famous deposition,^ expressed the 
opinion that the progress of Free Trade after 1850 had more to do 
with the prosperity of England than the rise in prices that was started 
at the same time by the discoveries of gold in California and Australia. 
But the opposite opinion is much more likely to be the true one. The 
extension of Free Trade in the middle of the nineteenth century would 
have met more obstacles if the stimulus given to world economy by 
the rise in prices, caused by the sudden abundance of gold, had not 
inade up for the temporary inconveniences inherent in any alteration 
dT customs duties. This was made plain when, after 1871, the fall of 
prices that continued till 1895 caused. a very strong protectionist 
reaction against the liberal regune established in the middle of the 
century, and tins reaction did not end when a new rise in prices, due 
tp^ the cxplqifatmn of gold in the Transvad, follow^ the preceding 
l des Bodnnes ukUm uu erSdit etd la mmutkf pp. 242#. ^ .. 
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fail. This time the residt of the rise was to mitigate the inconvenience 
of protection, not of Free Trade. It facilitated commercial pro^re^, 
despite the hindrances that new tariff barriers tried to impose upon 
it.^ Since 1930 the rapid fall in world prices has set in motion a new 
wave of protection. Once again it has become plain that tariff and 
quotas exert only very slight influence on the extent of the crisis. In 
some countries they have hardly checked the fall in prices at all, and 
have not succeeded in preventing it. If Great Britain and the United 
States emerged from the crisis, it was not because of their tariff policies 
but because of the monetary devaluations that they both adopted. 
France, in spite of quotas and prohibitions, did not see her foreign 
trade improve till after 1936, when she resigned herself to a new 
devaluation, thus putting her price-level in harmony with that of her 
great competitors. 

What was the reaction of the economists to these developments? 
For the Liberal ones, especially the mathematicians. Free Trade had 
for a long time admitted of many exceptions and much watering-down. 
Even Mill, following List, had admitted that the protection of an 
industry in its early stages might be justified: this is the ‘infant in- 
dustry’ argument. Pareto showed that the setting-up of trade between 
two hitherto separate countries undoubtedly increased the total supply 
of wealth, though it might be concentrated in one of them alone.* 
Barone, a disciple of Pareto, after a rigorous demonstration that every 
protective duty gives rise to the destruction of wealth, adds that it 
would be erroneous to conclude “that for every country and in every 
age protection is harmful and Free Trade advantageous. ... Even 
from the purely economic point of view it must be considered whether 
the destruction of wealth that is certainly one of the effects of protec- 
tion may not prevent still greater destructions of wealth.”* In shc»t, 
all these writers believe, like Cournot, that freedom of trade is mainly 
a maxim of practical wisdom, or, like Edgeworth, who drew up a list 
of all the cases in which the imposition of a duty might be justified 
by theory, that it is one of those prudential maxims that are always 
good to follow — ^like ‘honesty is the best policy.’ Pareto thinks it 
futile to put the problem in a general form: it must be couched in the 
following terms: “Given all the economic and social conditions of a 
country at a given moment, is Free Trade or protection the better 

^ This is particularly true of countries lil^ France with specific rather than ad 
valorem duties, where, in consequence, the rise in prices progressively reduces the 
ratio of the duty to the price of the product. 

* See Psureto, ManuaU, chapter ix, para. 45. 

• Barone, PrineipH^ pp. 89, 90. The same idea is to be found in Pareto, Mamtakf 

chapter ix, para. 61, and note. . . 
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policy for that country at that time?”^ List himsdf would not have 
spolien diflferoitly. 

But though the controversy about tarif& went ,on between econo- 
mists in a differrat atmosphere from that of the late nineteenth 
century, and though the more liberal among them were disposed to 
modify their principles in many circumstances, that did not in the 
least mean that the general economic arguments in favour of trade 
freedom had lost for them any of their convincing force. On the con- 
trary, they resumed and developed them after the war with a precision 
that was often lacking in their predecessors. The point of view of 
these economists has been perfectly defined by Robbins in his book 
Tfe Great Depression (pp. 183-184). “It is important,” he says, 

that in considering this matter we should preserve a sense of propor- 
tion. . . . The existence of protective tariffs on a considerable scale 
is not in itself an obstacle to extensive business activity nor to a 
fairly rapid rate of progress. . . . No one in his senses would argue 
that the establishment of universal free trade is a sine qua non of 
business recovery at the present. . . . But this is not to say that there 
is anything to be said for tariffs as a positive means to prosperity. 
Nothing that has been said in recent years has served to alter in any 
substantial respect the strength of the case for the maximum inter- 
national division of labour, that is the case against protective 
tariffs; and the technical developments of modern industry have 
done much to make that case even more pertinent than in the past. 
The economies of mass production, which modern technical develop- 
ments make possible, are economies which can only be reaped to 
the full if the market is sufficiently extensive. Since tariffs necessarily 
contract markets, it follows that the existence of tariffs must prevent 
resort to the economies of mass production being as widespread as 
might otherwise be the case. 

Ohlin, the most penetrating investigator of international trade, 
adopts the Classical thesis, according to which trade in goods is the 
only means of effectii^ approximately that rational distribution of 
production that would be established if the factors of production 
(labour, natural resources, and capital) could move about at will. “ If 
the fru:tQrs of production,” he writes at p. 39, “could move about at 
will, space would no longer be of any importance. . . . Labour and 
capital would be transferred from places where their marginal utility 
is low to places where it is higher.”* In this way would be brought 

^ Pareto, ManudU, chapter ix, para. 60. 

* To be quite accurate, the hypothesis of a total transferability of the means of pro- 
duction that would abolish space seems to us so inconceivable that it would be better,' 
in our opinion, to set aside considerations of this kind. It b a relic of the ideas 
Eicardo and MiU. Space is a fact. £vm if imtlonal barriers did not exist, we should 
have to take account of space, and a rational world distribution of productive fbroes 
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about what Pareto called *^the maximum ophelimity.” But since this 
transferability of the means of production does not exist 

the only thing left to do is to make use of them where they are and 
to localize production according to the geographical distribution of 
the factors. ... In this way the total volume of production is 
increased, and so the mobility of the products makes up to some 
extent for the lack of mobility of the factors of production between 
one country and another, or, what comes to the same thing, trade 
mitigates the disadvantages arising from an unfavourable distribution 
of the factors of production. Hence arises the profit resulting firom 
trade between region and region (p. 42) 

or between country and country, and this, he adds (going further than 
Pareto), is profitable in every case to the exchanging countries. 

To sum up, trade, domestic and foreign, is the only means yet dis- 
covered by individuals and nations of sharing the advantages of which 
they would necessarily be deprived by the inequalities of their material 
or intellectual resources if they were confined to those given them by 
nature or history. 

Another argument leading to the same conclusion has been bril- 
liantly employed by Enrico Barone, who illustrates it by striking 
diagrams. It consists in showing that the immediate effect of every 
new protective duty is to reduce the actual revenue, in goods and 
services, of the country that imposes it. 

So the old argument that every reduction in imports through the 
imposition of a customs duty tends to diminish the amount of exports 
has lost none of its force, though its manner of presentation in the 
course of discussions on reparations differs slightly from that used 
earlier. It can be formulated as follows. When a foreigner introduces 
foreign goods into France he acquires some francs. Now, these fiiancs 
can be employed, either by the owner himself or by those to whom he 
transfers them, only in France^ vxA only in the following four ways: 
(i) in buying French goods to be exported from France; (2) in pay- 
ment of debts owed by the foreigner to France; (3) in buying capital 
(securities, land, houses, etc.); (4) in buying gold. So the diminution 
of imports through the imposition of a customs duty, by reducing the 

would involve exchange of products because these forces would be di^>er8ed in ^ace, 
.like the markets on which their products would be sold. It is simpler to say that by 
exchanging goods and transporting them from the places where they are m^e more 
cheaply to places where they are dearer we effect an econmny whidi makes possible 
a greater amount of production for the whole world. Hie advantage is still more 
obvious when.goods are exchanged which cannot be made ataUm the places where they 
are in demand (copper for bananas, machinery for cotton, and so forth), and this 
latter case has become increasingly frequent in the intemadonaJ commerce of die 
twentieth century. 
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number of francs possessed by fiDreigners, will necessarily either injure 
a French exporter, or injtare a Froich creditor who is owed money by 
a foreigner, or prevent foreign investments in France, or prevent an 
export rf gold. Of these ionsequences the first two are by far the most 
frequent, and there is no doubt whatever that, considered by them- 
selves, they weaken a coimtry’s economy. The two latter consequences 
are sometimes favourable and sometimes unfavourable, according to 
the country and the circumstances, but they are much less common 
and can in most cases be ignored. What we have generally to expect, 
therefore, if the imposition of the duty reduces imports, is either a 
reduction in exports or a reduction in the realization of credits, both 
necessarily injurious to the country’s economic system, and both 
frequently observed in the post-war years. 

To deny the applicability of these .fiindamental arguments would be 
to deny also the advantages of freedom in internal trade. Nor are they 
disputed by the immense majority of economists. If some of them 
sometimes support protectionist measures, it is because they regard 
them as temporary exceptions, to be tolerated for the time being so as 
to avoid certain social, political, or even military inconveniences in 
the coimtry that adopts them. Haberler, in his examination of the 
arguments for protection, draws a distinction between two kinds. 
First there are the arguments that he calls undebatable — those that 
are not open to discussion because they disregard truths accepted by 
all econojoiists (such as the ‘commercial deficit’ argument, a hundred 
times refuted and yet always reappearing in popular controversy) — 
and secondly those that admit the truth of these conclusions and confine 
themselves to showing that in certain exceptional circumstances they 
no longer hold good. To this latter class belongs the theory that an 
economic crisis causing severe unemployment may be combated or 
mitigated by customs duties. This thesis, often maintained since the 
war, is not a new one. It had been defended before that time by so 
convinced a Liberal as N. G. Pierson, who admitted that a sudden 
and heavy fall in the price of com, for example, might justify a protec- 
tive duty. “A measure that aims at preventing a too rapid fall in 
com prices,” he wrote, “is of advantage not only to farmers and 
country tradesmen but to the whole population as well.”^ What he 
would allow was an import duty levied at a lower rate each year until 
it finally disappeared,, so that the advantage of a permanent fall in the 
price of com would not be lost, but the inconvenience of a sudden fall 
would be avoided. Pierson added, however, that the inconveniences 
such a duty arc in other ways so great, and especially that the diffi- 
^ See Pierson, Principtes, VoL III, p. 197. 
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culty of calculating it equitably and benefiting only those who really 
need it is such that it is better on the whole to leave it alone (p. 200) 
What Pierson accepts for agriculture Ohlin admits for the protec- 
tion of industry in a period of depression and unemployment. The 
effect of a customs duty will be to reduce imports, but the normal 
repercussions of this reduction — a diminution of exports land the 
extension of unemployment to the export industries — ^will not take 
place in this case, for the protected industry will increase its produc- 
tion without having to withdraw labour from other industries^ as it will find 
it among the unemployed and will simply recommence imdertakings 
that had been held up by the crisis. Neither will there be any rise in 
wages or in the price of capital in the export industries. The State, 
on the other hand, will economize by not having to pay imemploy- 
ment benefit to workers who will now be employed.^ “All such cases 
as this,” writes Ohlin, 

differ in one important circumstance from the case of an ordinary 
protective duty: the factors of production used to increase production 
in the protected industries do not diminish the amount of the avail- 
able factors needed by other industries. The workers are drawn 
from the ranks of the unemployed. There is therefore no diminution 
of production in other industries (pp. 494-495) • 

No doubt, remarks Ohlin, the same result might have been obtained 
without a customs duty, but more slowly. The protective duty will 
enable a difficult obstacle to be surmounted. In the case of a lor^ 
depression, on the other hand, the resulting movements of labour will 
probably reduce unemployment as effectively as a customs duty. So, 
to be sure of applying the duty intelligently, it would be necessary to 
know first whether a temporary crisis or a long depression is to be 
dealt with — ^which is not exactly an easy matter. 

In his important work on international trade {J)er Internationale 
Handel) Haberler, though a convinced Free Trader, maintains the 
same thesis as Ohlin in the case of a depression of short duration, but 
his argument is a different one. He agrees that a reduction of exports 
will necessarily correspond to the reduction of imports that follows 
the imposition of a customs duty. But since the protected industry 
is going to benefit by increased purchasing power, because of the 
greater activity that it owes to the protection, this purchasing power 
may increase the demand for the products of the export industries and 
make up for the loss of the purchases of foreign customers (p. 192). 
So by a rather different route the author reaches the same conclusion 
as Ohlin. He also insists that what is true" of unemployment does not 
^ Ohlin, Inkmedenal and Interregional Trade^ p* 493. 
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apply in the ease of productive factors other than labour, as, for 
example, causing imcultivated land to lie idle. 

Keynes has declared in favour of the same thesis. He admits that 
a customs duty, by temporarily improving the trade balance of a 
country, may enable it to increase its purchases of raw materials and 
set part of its industry going again.i 

The theories just mentioned relate to what might be called occa- 
sional, or temporary, protection, as practised by almost all Govern- 
ments. But there are also more ambitious theories, that are not content 
wth making concessions to protection, but try to find a doctrinal basis 
for it and make a regular system of it. The most interesting attempt 
of this kind is, in our opinion, that of the Rumanian author Manoilesco, 
whose Thiorte du protectiomisme et de Vichange intemationaly published in 
French in 1929, has provoked sharp contradictions but nevertheless 
contains original and interesting ideas. The author is first and fore- 
most an industrialist. He wants to see his country abandon her almost 
exclusively agricultural economy and turn towards a more industrial 
one. Despite his own denial, his inspiration is much the same as that 
of Friedrich List, and his practical conclusions are very similar to those 
of the German economist. Like him, he attaches chief importance in his 
idea of commercial policy to productivity and nationality, and like him 
too he rejects a generalized protective system applying indifferently to 
all branches of economic activity. The basic notion in his work is that 
industry to-day in every country gives a bigger return than agriculture 

^ On this point see Haberler’s book, pp. 198-200, where he discusses Keynes’s 
position. In France it is maintained by Oui^ (Le micanism des ichanges intermtionawc 
it UtpolUique nommercidU en imps de crise, 1936} that the normal theory of international 
trade and of the equilibrium of purchases and sales between different countries, though 
true in periods of expansion, is not true in periods of depression or crisis, and this 
justifies protective duties. Just as within a country, he says, there are strong and weak 
businesses, and as in times of crisis the weak ones, producing at a higher price, are 
elinunated by the strong ones, so also there are strong imd weak coimtries from the 
point of view of mtemational commerce, and the latter tend to be eliminated in times 
of crisis. When general demand is active the products of the weak countries arc in 
demand on the international market, just as in times of prosperity the products 
the \s^ak businesses find a maricet because the demand is very great. But in periods 
of crisa the strong countries, he thinks, would be able to swamp the weak ones, owing 
to their superior production, and bring their trade completely to an end. In this 
case a customs duty would be the only means by which a weak country could keep 
ts industry goii^ while wsuting for better times. 

Th9 argument assumes the existence of international trade machinery very different 
fixon that generally accepted, without any sufficient justification. The distinction 
between ‘strong* and ‘w^’ coimtries does not seem to correspond to any precise 
ecmioniic definition. In times of crisis aU countries find their foreign trade dkoinished, 
and the diminution is often most marked in the so-called ‘strong’, countries: the 
United States, Germany, and E ngl a nd , for instance, suffered far more gravely than 
France in the cntls of 1990. 
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and yields a larger income. Manoilesco is, we believe, the first econo- 
mist to emphasize with all the force it needs thm important and in- 
disputable fact which explains the continued movement of agricultural 
populations towards industry. His work may in this respect be com- 
pared with a book published in the United States in 1940 by the 
eminent statistician Carl Snyder under the tide Capitalism the Creator.^ 
Based on an incomparable knowledge of statistics and history and 
written in a captivating style, it is a veritable hymn of praise in 
honour of the human spirit in the service of industry. With an im- 
pressive wealth of documents the author describes the marvellous 
economic development of the United States during the last hundred 
years, built up entirely on the basis of technical inventions put into 
operation by saving. With many curves and figures he shows the 
comparative yields of industry and of agriculture in the United States, 
and the predominant part played by the former in this great achieve- 
ment. Manoilesco has demonstrated the same thing at a time when 
this truth, still meeting with much resistance, was far from being 
universally accepted. He concludes from it that protection is advan- 
tageous when duties are the only means of introducing into a country 
an industry that will yield more than the country already produces, 
and more, in particular, than agriculture. 

The object of commercial policy being, therefore, in his view, to 
raise the general level of productivity in a country, protection should 
be applied only to a small number of products. “Protection,” he 
writes, “should cover only certain things, generally few in number 
compared with all the things produced in the country.” Only manu- 
factures “whose productivity exceeds the average productivity of the 
country” will be protected to the exclusion of ail the r^t, and so the 
loss resulting from the establishment of a protective duty will be more 
than compensated by the introduction into the country of more pay- 
ing industries. Far from reducing international trade, industrialization 
increases it. Manoilesco emphasizes one fact whose importance 
cannot be over-estimated — though it is forgotten in almost all tariff 
discussions, and though Taussig has very often stated it — ^namely, 
that “industrial countries are themselves the greatest consumers and 
the greatest importers of industrial goods” (p. 258). 

We are only pointing out here the fundamental conceptions in 
Manoxlesco’s work, without going into detail on the theoretical dis- 
cussions by which he seeks to prove the falsity of the Ricardian theory 
of comparative cost, and which are open to many objections. But the 

^ The sub-title is TTu Economk Foundations of Modem Indkstrial Society (New York, 
1940). , 
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true idea that seems to lie behind the author’s theory is that a com- 
mercial policy whose sole advantage is to cause a better distribution 
of the existing means of production between one country and others 
is far less interesting arid deserves less sacrifice than one that tends to 
increase the productive capacity of both the acchanging countries at once. 
Now, in many cases it is only industry that can achieve this result, 
and if protective duties are necessary to accomplish it they are justified, 
in the view of tins author.^ 

But the reaction against Free Trade was destined to go further 
than protection. In quite recent years a policy has been advocated 
— ^not so much by economists as by public men — ^which aims not at 
developing international trade but at doing away with it. This is the 
policy of autarky^ already outlined by the philosopher Fichte in his 
Der geschlossene Handelsstaat (“Closed Commercial State”). ^ What it 
advocates is that a country should be completely independent, econ- 
omically, of others. It would require from them neither consumable 
products, nor raw materials, nor machinery, and would therefore have 
no need to send them its own products. It would be sufficient unto itself, 
which is the meaning of the word ‘autarky.’ Such a system can be 
realized by two methods only — one that can be called restrictive, and 
the other expansive. On the one hand a country can restrict its needs to 
the level of its own resources — e,g., a country without copper and alumi- 
nium can decline to create an electrical industry, a country without 
coal can give up metallurgy and every industry that uses steam power, 
such as rail transport, and a mountainous country can content itself 
with dairy produce and go without the com and fruit that only the 
foreigner can supply, and so forth. Qr, on the other hand — and this 
is the solution generally favoured by the autarkists — the country can 
s^k to extend its resources to the level of its wants, in which case it 
will have to obtain, either by conquest or exchange, territory possessing 
the resources that it lacks itself. But, as man’s wants are by nature 
unlimited, it is ffifficult to see where this thirst for new resources is to 
Stop. Both solutions are fraught with such obvious inconveniences — 
the first- for the country itself, and the second for its neighbours — 

^ A rather older but very interesting attempt to .base a protectionist system on 
rational arguments and not merely on expediency was made in Austria by Richard 
Schuller. Starting fxom the actual theories of the Austrian school — ^he was a pupil 
of Karl Menger — ^and making in each case an ingenious calculation of the advantages 
and inconveniences customs duties, he formulated some rules under which a pro- 
tectionist pcdicy could be justified. His book is full of originality and insight. The 
author was the principal commercial negotiator of the Austrian Republic afier the 
First World War. His book Schutzzoll und Freihamlel (“Protection and Free Trade**), 
^yliich was publidied in 1906, is worthy of a place by itself in the lita*ature of this 
Mibject, whi^ is generally pretty dull ahd nearly always commonplace. 
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that there is no point in emphasizing the difficulty of practising 
them. 

The autarkic ideal is an exaggerated form of that instinctive fear 
of foreign commodities that has been so well analysed by the Swedish 
economist Heckscher in his already classic book on Mercantilism.^ 
In opposition to it he has formulated a doctrine called ^‘exchangism” 
to show that it is neither exclusively Free Trade nor exclusively pro- 
tectionist, but regards the extension of foreign trade and not its 
restriction as the fundamental object of commercial policy. 

Autarky cannot be considered a mere extension of protectionism, 
for the latter does not deny the usefulness of trade, but simply wants 
to limit its too swift or sudden expansion. Autarky is a new concep- 
tion, entirely opposed to the one that has guided international com- 
mercial policy from the most remote past down to the present time. 
What it proposes is nothing less than to reverse the line of development 
which for two thousand years has continued to extend trading relations 
between nations as between individuals. And that is a harder task 
than some of its advocates seem to imagine. 


CHAPTER II: CONFLICTING THEORIES OF 
CRISES 

Between the phenomena that appeared after the First World War 
and those that followed the Napoleonic Wars there are striking 
resemblances. We have already noted these in the sphere of inter- 
national commerce, but they are no less impressive in the matter of 
crises. Hardly had the treaties of Vienna been signed than a series 
of industrial crises in 1815, 1818, and 1825 shook England, and, 
therefore, the continental countries also. A hundred yeaurs later the 
Treaty of Versailles had hardly been signed when the crisis of 1920 
broke out in the United States, followed ten years later by the still 
more violent one of 1930. This latter, bringing unemployment on an 
unprecedented scale to the United States, to Germany, and to England, 
and causing the collapse of the principal currencies of the world, will 
always figure in history as a particularly tragic event. 

Is this a mere chance resemblance? Certainly not. Every prolonged 

^ Eli F. Hcckscher, MercantiUm, 2 vols., Stodcholm, 1931. Thii work has been 
translated into English (Allen and Unwin, 1935}* 
z 
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and widespread war makes goods scarce and generally forces Govern- 
ments to resort to paper money.^ Hence comes a general rise in prices. 
The coming of peace brings back the ordinary volume of production 
and compels Governments to return to normal financial methods. 
The new flood of goods, and the mere ending of the creation of pur- 
chasing power (even without any withdrawal of the paper money), 
then cause prices to fall. The greater the previous rise the faster is 
tihis fall. When this unavoidable readjustment begins it takes the form 
of a crisis, but it may last for many years. If, then, the mere alterna- 
tion of booms and depressions that characterizes modern industrial 
development provokes new crises, these are reinforced by the general 
tendency of prices to fall. This readjustment took place after the 
Napoleonic Wars, after the American War of Secession, and after the 
war of 1870-71. An examination ^of the general price-curves at each 
of these periods shows this so plainly that it is surprising to find so 
many people astonished by it when it happened after the First World 
War. It was particularly grave at that time because of the enormous 
extent to which prices had previously risen, and the severity of the 
crises that followed was thereby increased. The persistence of this 
factor must never be forgotten in interpreting these crises, for without 
it their extent and virulence would remain inexplicable. 

But the analogy with the period after the Napoleonic Wars does 
not end there. The end of a great war brings not only a readjustment 
of prices: this readjustment extends to the whole of production. 
Factories doing war work are turned over to the production of con- 
sumers’ goods. They have to adapt their plant and make sure of their 
normal markets. In primarily agricultural countries, like France in 
1815, the difficulties are less, because the peasant, as soon as peace is 
restored, finds his land ready to receive the seed and make it grow. 
But even to him the dislocation of agricultural markets by the war, 
as well as disturbances to cultivation, present difficult problems, as we 
saw after 1918. 

But in industrial countries it is the entire orientation of capital and 
labour diat has to be modified. Ricardo, like Adam Smith, called 
attention to this in the pages already quoted. And this readaptation 
is made harder by the accompanying fall in prices that makes strenuous 
efforts necessary if cost is to be reduced. For if at the beginning of a 
war the necessary adaptation is made easier by the rise in prices, it 
is impeded after the war by their fall. After 1815 England was the 

^ Tliis was not the case in France under Napoleon, however. He started the system 
of making conquered countries pay for the war. His horror of assignats made him 
always steer cles^ paper money, but England did not escape it. 
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only truly industrialized country in Europe, and it was in England 
that the return of peace caused the most serious disturbances. Labour 
troubles and unemployment assumed proportions at that time which 
stirred the whole world. At the beginning of the twentieth century 
industrialization had spread to France, Germany, and the United 
States, and these countries experienced the difficulties from which, 
in 1815, England had been almost the only sufferer. But it was once 
again in England that unemployment lasted longest, especially after 
the crisis of 1920. Germany, the United States, and France did not 
experience it in all its gravity until after 1930. England at the begin- 
ning had her areas of unemployment, whose distress she compared to 
that of the French devastated regions, so that she called them her 
“devastated areas.** The problem of unemployment, therefore, as a 
principal characteristic of crises, was presented with peculiar force to 
British economists. All their theories show the effects of it, especially 
those of Keynes, and the way to restore ‘full employment* has the 
largest place in their proposals. These circumstances must be kept 
in mind in reading the abundant economic literature that has been 
evoked by these events. This abundance is itself another point of 
resemblance with the post-Napoleonic period. 

The old controversies between Sismondi, Ricardo, and J. B. Say 
are still famous, and the majority of the later theories of crises have 
been influenced by them — ^not only those of Rodbertus and Marx, 
ascribing them to maldistribution of incomes, but also those of Tooke 
and the Currency School, putting the blame on excessive credit or 
the uncontrolled issue of bank-notes. At no time since then has this 
great subject ceased to occupy the economists, particularly after the 
crises of 1900 and 1907. But the two crises that followed the First 
World War in 1920 and 1929, both originating in the United States, 
extended so far (especially the second one), disturbed so profoundly 
the economic life of the great nations, had such lasting repercussions, 
monetary, industrial, and even political, and dislocated international 
trade so violently that the best-known economists in all countries have 
been led (as after 1815) to express their views on their causes and the 
remedies to be applied. These controversies recall by their extent 
those of the beginning of the nineteenth century. It is a significant 
feet that the curiosity of present-day historians and economists alike 
as to earlier events has been awakened and aroused by many historical 
works in which these events are studied in the light of the present. 

These post-war theories also show signs, as is only natural, of the 
changes that the last hundred years have wrought in the machinery of 
economic life. In the matter of credit, for instance, it is no longer the 
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bank*-note that takes the first place, as in the works of Juglar or 
Laveleye, since for more than fifty years the bank-note has been super- 
seded by the current account. It is, therefore, the current accoimt, 
made available by the cheque, the ‘written money,* that plays the 
chief part in modem theories of crises. In the matter of production 
those industries that make what are called “production goods** — 
such as machines, girders, rails, metal plates, steel and copper wire, 
etc, — ^have acquired increasing importance as compared with those 
making “consumption goods.** This distinction between the two 
groups of undertakings, ignored by Sismondi and J. B. Say, plays a 
prominent part in modem theories. Particular stress is laid on the 
more violent fluctuations to which the first group arc subject. And 
finally, the influence of saving on the orientation of industry is rarely 
mentioned by earlier writers, except Sismondi and Malthus, whereas 
the enormous development both of creative saving and of reserve 
saving during the past century has turned the attention of economists 
to the mechanism of saving and its influence on the birth or develop- 
ment of crises. So we find that theories of saving constitute a new and 
important part of the modern doctrines. While these doctrines 
onphasize certain aspects of crises that have hitherto been little 
studied, they none the less retain some profound resemblances to the 
pldcr theories. To-day, as a century ago, they can be classified accord- 
ing to whether their authors ascribe decisive influence to the inter- 
vention of credit, to the uneven rhythm of industrial production, or 
to under-consumption. 

These distinctions, however, are but secondary ones in comparison 
with a certain fundamental opposition that is to be observed between 
two classes of thinkers. There are in the first place those who, follow- 
ing the tradition of Ricardo and Say, continue to look on crises as 
fleeting and unavoidable incidents in economic progress, due to 
insuflScient foresight, to the mistakes inseparable from all human 
activity, to accidents that ihtermpt a period of expansion, and so 
forth. Another and more numerous group, on the other hand, follows 
Sismondi in suspecting that the regular recurrence of crises indicates 
the influence of some factor peculiar either to the organization of 
credit, or to the methods of production in modem communities, or to 
the distribution of incomes or expenditure. The constant recurrence 
of booms and slumps seems to this group of writers an indication that 
some permanent influence, itself subject to a necessary rhythm of 
expansion and contraction, determines the ups and downs of economic 
development,^ and they devote all their energies to discovering it. As 

^ Keynes, instance, expresses himself thus at p. 313 of his Gemral Thmy of 
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Haberler so well puts it in the far-reaching report in which he sum* 
marizes and discusses all the known interpretations of the econmnic 
cycle, these economists admit that a process of expansion and con- 
traction cannot continue indefinitely, because it gives birth itself to 
forces that oppose and eventually upset it.^ At the end of the chapter 
we shall see emerging from these controversies a third conception of 
crises, which seems to-day to be winning over those who are interested 
primarily in the positive study of the phenomenon. While taking 
into account all the influences already noticed it leaves the door open 
to other and new influences. Thus it envisages not one single mode of 
operation but several. 

I: THE ‘GREAT DEPRESSION’ AND ITS CAUSES 

Lionel Robbins is the best-known representative of the first group 
of economists. He has submitted ‘the great depression’* to a pro- 
found analysis, in which his thought is specifically linked to the 
Classical tradition, which he calls the heritage of generations of subtle 
and disinterested thought. Since most economists use the 1930 crisis 
as a touchstone to test the proportion of truth contained in earlier 
theories, it is useful to recall its essential features as they appear to a 
mind of exceptional honesty and keenness. 

To Robbins, then, the crisis of 1930 was the result of a combina- 
tion of unfavourable circumstances aggravated by a policy which, in 
England as much as, and perhaps even more than elsewhere, rejected 
some of the clearest lessons taught by past experience. One of the 
salient features of his book is the courage he displays in openly reject- 
ing some of the most popular explanations propounded in his own 
country under the impact of the first disasters caused by the crisis. 
The natural tendency in Great Britain was to cast on the economic 
and monetary policy of other countries responsibility for the events 
that brought about the resoimding collapse of the pound sterling. 
This was ascribed first to the ‘maldistribution’ of gold (meaning its 

Emphyment, Interest, and Montp: ‘T suggest that the essential diaracter d* the Trade 
C 3 ycle and, especially, the regularity of time-sequence and of duration which justifies 
us in calling it a tycle, is mainly due to the way in which the marginal efficiency of 
capital fluctuates. The Trade Cycle is best r^arded, I think, as being occasioned by 
a cyclical change in the marginal efficiency of capital.” 

It is plain from this that the crisis is itself due to some more hidden factor, whose 
changes explain the crisis itself, and it is the movements and fluctuations of this 
hidden force that our authors are trying to find. 

^ G. von Haberler, Prosperits^ and Depression, p. 245 (Geneva, 1937). 

• Robbins, The Gnat Digression (Macmillan, London, 1934). 
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so-called ‘cornering’ first by the United States and then by France), 
then to the ‘sterilization’ of gold (that is to say, the alleged refusal of 
the same two countries to expand their creciits in proportion to their 
gold reserves), and finally to ‘failure to observe the rules of the game’ 
erf* the g(dd standard (without succeeding, however, in defining these 
‘rules exf die game’). Robbins rejects all these explanations, and sees 
in the monetary policy of England herself one of the principal causes 
of the ‘great depression.* And here his analysis touches on points of 
prime importance and interest for any theory of crises, England, he 
i^ys, made her first mistake in stabilizing the pound sterling at too 
high a rate. Having made this mistake, she was unable to take the 
measures needed to determine the price-level resulting from the rate 
she had adopted. What were these measures? Above all, the restric- 
tion of credit. The export of gold at this point was a clear indication 
of the policy to be followed. But, contrary to all the ‘rules of the 
game,’ the Bank of England replaced the gold exported by new 
credits (p. 85). Then there was another mistake: costs of production 
ought by all possible means to have been reduced to the level of world 
prices, which had fallen below English prices, but the English pre- 
ferred to maintain wages at too high a level. Thus, he concludes, the 
English disequilibrium was due to the choice of a false parity and a 
refusal to conform to the requirements of this parity (p. 97). 

But this specifically English disequilibrium in turn reacted on the 
economies of other countries. It led other central banks in their turn 
to break the rules of the game. The Federal Reserve Bank of New 
York lowered its discount rate in 1927. Why did it do this? To 
come to the aid of the London market by depriving English short- 
term capital of the attraction of a more remunerative investment 
abroad. But vriiat was the result? A speculative rise on the New 
York Btock Exchange which intensified the later collapse of values 
by which the crisis b^;an. When it did begin it was again London 
that prolonged it after the fall of the pound, by leaving the world 
uncertain as to the rate at which the pound, now released from gold, 
would be stabilized afiresh. Hence arose, through the truly inter- 
national character of the English currency, that deplorable monetary 
insecurity in which the whole world was kept for too long a time 
{p. 106). So London, who advised everybody to observe the classical 
monetary rules, continued herself to break them. (Pp. 94-95.) 

It remains now to explain why the crisis, once started, assumed such 
exceptkmal gravity. For it was not a ‘normal’ crisis when the price- 
index fell in three years from 93 to 63, and world trade from 68 to 26 
milliard dollars, and when the number of unemployed rose to three 
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million in Great Britain, thirteen million in the United States, and six 
million in Germany, It was in very truth ‘the great depression.* Here 
again Robbins finds the principal cause in the abandonment of tradi- 
tional teaching. He agrees with Ricardo, who, in a passage already 
quoted, casts blame upon “the restrictions and prohibitions, to which 
the absurd jealousies which prevail between the different states of the 
commercial commonwealth give rise.” And Robbins himself blames 
also the slowness with which freedom was restored to the great markets 
after the war, the excessive use of customs tariffs, and the rapid 
multiplication of trusts and cartels. 

Is this, then, a sufficient explanation? There is every probability 
th^t, when the initial mistake had been made of putting the pound 
back on the pre-war parity in spite of the creation of an unprece- 
dented quantity of bank money, all the measures advocated by Robbins 
— ^which were, indeed, the logical outcome of that policy — ^would also 
have failed, as would, too, the precisely opposite measures advocated 
(as we shall see presently) by Hawtrey and Keynes. For the crisis of 
1930 was only the second stage of the inevitable readjustment of prices 
which foUows every great world war, and which the 1920 crisis had 
not sufficiently achieved, as paper money was still at that time the 
currency of all the belligerents except the United States. It was only 
the return of England to the gold standard in 1925, and the subsequent 
extension of that standard, that made plain the true situation. What 
happened then was like what was observed after the abandonment of 
bimetallism, when the gold extracted from the mines was not suflB- 
cient to compensate for the demonetized silver that was thrown out 
of employment, and world prices had to adapt themselves compul- 
sorily to a quantity of gold that was too small to keep up the level to 
which universal inflation had gradually, and artificially, raised them. 
It was this ‘deflation,’ too prolonged, but inevitable in view of the 
return of the pound to par, that caused this great disaster. Robbins 
would certainly not dispute this, but his otherwise penetrating analysis 
docs not perhaps bring out clearly enough this superposition of a ‘ normal’ 
crisb on a profound iendem^ to a fall of prices — z. superposition which in 
itself explains the violence of the 1930 crisis, and which rendered vain 
all other remedies than the harsh and abrupt adaptation that was 
brought about by monetary devaluations. The same subject has been 
dealt with by Nogaro in an important work whose views s^rec in 
many respects with those of his English colleague, but he has noted 
this circumstance more clearly in the following passage, which forms 
the condusion of his very complete analysis of all the drctimstai^ccs of 
the crisis: “To sum up,” he writes, 



7o8 conflicting theories of crises 

the actual crisis, although its immediate starting-point was the New 
York crash — an accidental factor — was obviously related to a more 
remote antecedent ^ which is to be found in an essential element in the situation 
— viz*^ tile movement of prices. This movement was not merely that which 
ordinarily accompanies cyclic crises. The fall began well in advance 
of the stock exchange crisis, and affected agricultural commodities 
in particular. This fall was on an altogether xmprecedented scale, 
as the preceding rise had been. The difference between wholesale 
prices and all other prices — ^prices of industrial products, retail 
prices, prices of services — ^was ^so on a scale hitherto unknown. It 
is, therefore, in this circumstance — an entirely exceptional price move^ 
menty connected no doubt with the disturbances arising from the Great War 
— ^thiat we must look for a large part of the explanation of an 
economic disequilibrium as serious and prolonged as that which we 
actually witnessed.^ 

This passage sums up perfecdy the most characteristic feature of the 
crisis of 1930,* and combines the interpretations, to be dealt with 
presently, of Schumpeter and Fran9ois Simiand. 


II: ^ORGANIC’ INTERPRETATIONS OF CRISES 

Neither Robbins nor Nogaro has tried in connexion with the 1930 
crisis to construct a theory of crises in general, or to provide an explana- 
tion of their “everlasting recurrence.’’ They have undoubtedly 
rendered a signal service in concentrating their attention on all the 
aspects of a great and international event that marks an epoch in 
economic history. But the mystery of economic cycles and their 
evident regularity is too attractive not to have led certain thinkers 
once again, on the occasion of the twentieth-century crises, to search 
for the general mechanism of these cycles — or, if you prefer it, the 
hidden spring which, once discovered, could, they think, be manipu- 
lated or controlled by man’s deliberate will. The most important of 
these attempts are associated with the names of Hawtrey, Aftalion, 
and Spiethoff, though many others deserve mention as well. But in 
such a matter an exhaustive account would distract the reader’s 
attention too much. Each of these authors represents one important 
aspect of economic thought: Hawtrey by emphasizing the part played 
by credit, Aftalion the fluctuations of production, and Spiethoff 
(follow^ by Casscl) the role of saving. So we find in them the typical 
conceptions that need to be set forth in a history of economic doctrines 

^ B. Nogaro, La erise itonomqm dans U monde et en France^ p. 027 (1936). 

* We oittself have dten laid stress <m this essential aspect of ^e great crisis: see In 
particular chapter i of the first volume of the Enqtdu sur U Chdmage (** Enquiry into 
Unen^^oyment**) published by the hsUtUt Sden^gue de Recherdies. (Strey, 1938.) 
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— conceptions to which most other writers are more or less attadied, 
though with slight variations. 

I. R. G. hawtrey 

It is hard to imagine views more completely opposite to those of 
Robbins than those expressed by Hawtrey on the origin of the 1930 
crisis and the methods by which it could have been avoided. Accord- 
ing to Robbins restriction of credit would have made it possible to 
maintain the gold standard and induce the indispensable fall in costs, 
while for Hawtrey the same result would have been obtained by the 
opposite process of making credit easier. The lowering of the discount 
rate in 1927 by the Federal Reserve Banks is strongly criticized by 
Robbins, whereas Hawtrey thinks it the right method to follow,^ and 
blames the United States for interrupting it. The raising of the rate 
in 1927 he regards as a disastrous reversal of policy, and he similarly 
criticizes the raising of the discount rate in London after 1929.* When 
the depression had begun an open-market policy should have been 
energetically followed. A half-hearted move in this direction had 
been made by the Federal Reserve Banks, but it was quite inadequate. 
The depression in the United States was precipitated just in propor- 
tion as the accumulation of gold in that country increased. In direct 
contradiction of Robbins’s thesis Hawtrey casts the responsibility for 
the crisis on the insatiable demands of France and the United States 
for gold; demands far in excess of the production of the mines. He 
compares the state of the money market at that time to a tragic 
episode in the defence of Calcutta, in 1 758, by Gk)vemor Holwcll. 

“In 1930 and 1931,” he writes, 

producers all over the world found demand dwindling relentlessly. 
In desperate efforts to keep going they cut prices deeper and deeper. 
Their frantic competition for such demand as remained might be 
compared with the desperate struggles of the prisoners in the Black 
Hole of Calcutta to save themselves from suffocation by getting 
near the two small windows which were the only means of ventila- 
tion. It is said that it was only by inadvertence that Surajah Dowlah 
shut up 146 prisoners in a cell 18 feet by 15 feet. He merely fol- 
lowed precedent in committing prisoners to the guard-room. In 
their agony the victims sought to bribe the guards to carry an appeal 
for mercy to Surajah Dowlah, But he was asleep and the guards 
dared not awake him. He was very like a centi-al bank. 

And the writer adds; 

When, the next morning, he sent for Holwell, who had been in 
command of the garrison and was among the twenty-three survivors, 

' Sec Tht An of Central Bmking, p. aoo. * pp. 3*3#. 
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Surajah Dowlah manifested no interest in the fate of the prisoners 
but wanted to find out where the East India Company’s treasure 
was hidden.^ 

Hawtrey shows no tenderness for the central banks, which, with 
their eyes fixed on their gold reserves, were not interested in the 
gradual suffocation of the economic system. For in his eyes the 
fluctuations of credit — by which he means bank credit — are the sole 
cause of booms and depressions, and the central banks are the masters 
ci credit. He thus joins a long line of economists going back as far 
as the Currency School, and where his originality lies is in combining 
his views with a particularly clear conception of income and its circula- 
tion, which forms as it were the skeleton of all his books. He defines 
income as the total of all the amounts that remunerate the various 
services that combine in the productive process. He does not include 
in it sums that come from the sale of a good previously acquired by 
the expenditure of earlier income. When we sell a stock-exchange 
^^curity we ‘disinvest’ capital acquired earlier with income already 
expended once. The sum received is not part of income,* for the 
latter consists only of sums paid for ‘new* services rendered. What 
Hawtrey calls “income” is what we call net income, as dbtinguished 
firom gross income. Hawtrey calls it “consumers* income,” where the 
French would say “consumable income.” 

Now, the price-level is a function, at each instant, of the aggregate 
expenditure of income by a community, and rises or falls with it. 
Expenditure of income includes, of course, both consumption expendi- 
ture and saving expenditure, the latter being only a particular way of 
spending income. This conception has been summed up by Hawtrey 
himsdf in his latest book* as follows. 

By the consumers* income I mean simply the total of incomes 
expressed in monetary units. It is much more fundamental in 
monetary theory than the quantity of money. The consumers* 
income is the source of general demand, composed of consumption 
demand and of the demand for capital goods. For though it is 
traders, not consumers, who buy capital goods for use in production, 
the funds used by the traders are ultimately derived, .through the 
investment market, from the consumers* income. And while the 
consumers* income is the source of demand, demand in turn is the 

^ The Aft of Central Banking (Longmans, London, 1932), p. 220. 

• Cf» diapter iii of The Art of Central Banking, entitled **Ck>nsumers’ Income and 
Outlay,’* pp. 85, 86. Hawtrey gives the name “exterior receipts’* to all sums arising 
fimn the sale ii securities, properties, etc., as well as sums borrowed from banks. 
The whole of dsis diapter is essential to an understanding of Hawtrey’s theory, and 
should be it^lement^ by the explanations given in his Current^ and Credit, 

* A Cerdmy ef Rate (Longmans, London, 1938), p. 38. 
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source of the consumers’ income. That is to say, the money spent 
on the purchase of goods is the source of the incomes of those who 
produce and deal in the goods. So long as an unchanging stream 
money continues to flow through the consumers’ income to demand 
and back through demand to the consumers’ income, activity will 
be maintained. 

But how can income be increased? Simply and solely by bank 
credit,^ Credit granted by one private person to another merely dis- 
places income, the expenditure being made by the borrower instead 
of by the lender. But when banks grant credit they create new money 
and a new income. And, conversely, when they restrict or stop 
credit they diminish the aggregate income. Now, credit is essentially 
unstable.* An increase of credit increases consumable incomes and 
consequently expenditure as well. There follows a rise of prices lead- 
ing to an increase in profits, which impels traders to increase produc- 
tion and demand new credits, which in their turn will raise prices, 
and so the process continues. Credit sets in motion a cumulative rise. 
Can this movement go on indefinitely? No, replies Hawtrey, because 
the banks are limited in granting credit by the extent of their reserve, 
which is dependent on the central gold reserve of the country. Other- 
wise there would be no limit to the rise of prices and the expansion of 
production. But, if credit ceases, a cumulative movement in the 
opposite direction will start. Incomes diminish, prices fall, bringing 
about a fresh reduction of incomes, etc., and the depression grows 
until the banks feel themselves in a position to resume the granting of 
credit. 

These rises and falls of prices, therefore, result entirely from increases 
and reductions of bank credit, and the economic cycle is a purely 
monetary phenomenon.* Since the banks create money, they act in 
reality like a government which issues paper money. The process of 
expansion and depression under the influence of credit is identical 
with the process of inflation and deflation imder the influence of paper 
money. So the conclusion follows that to deliver a country from 
depression, or to check too severe a depression, credit must be facilitated 
and purchasing power increased, while in the opposite case credit 
must be restricted. The manipulation of the discoimt rate — ^raising 
and lowering it — ^is the principal means by which the modem banking 
system can prevent crises, or combat them when they have begun. So 

* And also by an increase in the rapidity ot circulation of the income. But after 
having mentioned this influence Hawtrey does not return to it in the course of 
developing his theory. 

* Cf. 7 %g Art rf Cmiral Bankings p. 168. 

* Trade and CridiS^ p. 175 (1929). This is die opiniem of Carl Snyder also. 
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it is understandable now why the views of Robbins and Hawtrey on 
the policy followed by England and the United States in the crisis of 
1930 are in such complete disagreement. 

Hawtrey’s great merit is to have described with admirable clarity 
the creation and circulation of net income. His definitions of ‘con- 
sumers’ income’ and ‘consumers’ outlay’ provide a valuable plan for 
understanding the circulation of production incomes to consumption 
and mjc€ versa: it ought to figure in every manual of political economy. 
It renders the same service to the understanding of dynamic problems 
as Walras’s plan does to that of the interdependence of prices in a 
static system. It is similar and equally useful, as we shall see presently, 
to that constructed by Ohlin and the Stockholm school to elucidate 
the relations between income, saving, and investment. 

On the other hand, the use that Hawtrey makes of it for the inter- 
pretation and treatment of crises (especially that of 1930) is open to 
grave objections, and we must call attention to the chief of these. 
Between inflation and deflation of paper money on the one hand and 
the expansion and contraction of credit on the other Hawtrey sees 
almost a relation of identity. We have shown elsewhere' how the 
identification of the two processes appeared in English doctrine at 
the beginning of the nineteenth century. From the time of Ricardo 
— ^and even firom the time of John Law — the assimilation of convertible 
paper money created by credit with inconvertible paper is constantly 
reappearing. It is to be found again, implied if not expressly formu- 
lated, in all Hawtrey’s works, and therein lies serious confusion. It 
follows that by applying to a rise in prices due to excessive issue of 
inconvertible paper the remedies whose aim is to prevent or correct 
the consequences of a credit crisis, he makes, in our opinion, a thera- 
peutic error. 

Bank credit is a repayable instrument. It is granted normally only 
for a short term. It cannot, therefore, suflice to maintain a price-level 
which, if it is to be lasting, assumes a certain quantity of money (metal 
or paper) remaining in circulation. There is no reason to think that 
lowering the rate of discoimt would have succeeded in 1930 in check- 
ing a fall in prices that was the result of the increasing volume of goods 
thrown on the market. To this Hawtrey would reply that credit 
itself creates income, for the sums lent by the banks are used as wages, 
for buying raw materials, and so forth, and the saving these incomes 
give rise to is no less genuine than that produced by other means than 
bank credit. We agree, but the incomes thus created are mortgaged 
in advance by a debt to the bank which must one day be repaid, and 
' See Otar HisUnre doctrines relatim au eridiif etc. (Paris, 1938). 
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thb repayment will be accomplished by a stoppage of money, and 
consequently of incomes. It is for this very reason that a mere lower- 
ing of the discount rate has always proved powerless to encourage 
entrepreneurs to ‘start again’ after a crisis. 

Apart from this argument, concerned with the treatment of crises 
in general and that of 1930 in particular, we may follow Pigou, the 
shrewd successor of Alfred Marshall, in saying in opposition to Hawtrey 
that in a purely monetary theory account must be taken not only of 
the quantity of money but of its rapidity of circulation. Now, this 
varies, quite apart from the banks, by the action of the income-owners 
themselves. Moreover, if it is true that the supply of credit plays an 
important part in increasing or reducing purchasing power, the banks 
are not alone in causing these movements, for it is the merchants, the 
industrialists, and the State who demand credit, so that their state of 
mind exerts a powerful influence on its expansion or contraction. To 
concentrate attention on the supply of credit is to remove from the 
problem the often decisive influence of demands 

Hawtrey’s views, on account of the position he holds at the Treasury, 
have on many occasions inspired British economic policy. He, like 
Keynes — ^though the two differed from each other on many minor 
points — was able, and will still be able, to make the financial authorities 
of his country listen to him. But his views, none the less, which make 
everything depend on increases or decreases in purchasing power, and 
which may tempt statesmen by the ease with which they can be put 
into practice, are fax from being universally accepted. 

2 . AFTAUON AND SCHUMPETER 

It is true enough that all the writers dealing with crises admit that 
credit plays some part in starting them. Is it not an ascertained fact 
that credit restrictions are generally at the bottom of the first failures 
that announce the coming storm? Yet most economists refuse to sec 
in the expansion or restriction of credit the true cause of the crisb, as 
Hawtrey does. They seek it in the divergent and ill-synchronized 
movements of production, saving, or consumption, and the monetary 
aspect of the cycle is, in their eyes, only secondary. 

It is in the rhythm of production as determined by its technical condi- 
tions that Aftalion finds the source of cyclic crises. For Hawbey the 
fluctuations of demand, reflections or fluctuations of income, determine 

^ See Pigou on the “Monetary Theory of Crises” in the Economk Jowtudy June 1929, 
Pigou is hinuielf the author of a boc^ on cs^Stce-^Industr^ Fluct u ati ons (London, X 9 S 7 } 
—and especially of an important work called Wealth and which 1 ^ 

foundations of his reputation as an economist. 
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the rhythm of production,^ Aftalion, on the contrary, regards the 
demand for products and services as progressing continuously, 
whereas the supply of goods proceeds by fits and starts, because rf the 
time needed to set up the plant and machinery from which will 
emerge the new products and services offered for consumption. So 
the fall in prices comes not from an insufficiency of purchasing power 
but from the saturation of the wants of the public, or, in the words 
q( the author, speaking the language of the Austrian school, from the 
reduction of the find utility of commodities that have become super- 
abundant. 

Aftalion has provided this thesis with a copious and new documenta- 
tion in which the principal industries and their behaviour before and 
during crises are studied with extreme care. His work, which appeared 
cm the eve of the First World War and is based on experience of the 
crises of igoo and 1907, is an example of a close combination of 
theoretical analysis and the most minute statistical observation. Its 
conclusions may be summarized as follows. 

At the beginning of a period of expansion the industries making 
instruments of production are stimulated, because the machinery, 
tools, and raw materials that they provide are indispensable to all 
other industries. They are therefore led to make plans for extending 
their production. But time is needed to put these plans into operation. 
The construction of new factories, the increased extraction of iron ore, 
coal, and copper need preparation and the bringing together of many 
factors. Results appear only after a period of gestation which varies 
in different industries. Once the preparations are complete and the 
new manufacture is begun, a fairly long time is still needed before its 
effects make themselves felt on the commodity market. During this 
waiting period the supply of consumption goods grows but slowly. 
When, at length, the equipment so long in course of preparation is 
fully working, the sudden increase in the production of all consumable 
things soon meets with resistance on the part of buyers. Wants either 
change their direction or are sufficiently satisfied, so that demand 
slackens or hesitates. The new abundance of manufactured goods can 
then be disjioscd of only on condition of being offered at a lower 
price. That is the moment when the crisis breaks out. The fall that 
beg^ at one point extends gradually to other parts of the economic 
system. Faced by this hesitation on the part of the public, the makers 
offfinished products restrict their demands for machinery, and the 

^ The reader caluiot fail to notice the resemblance of diis conccRticm to the views 
of Slsmondi, explained in an earlier chapter. This return to Sismondi on the part 
of the Engitih sduml is one of the curioeitm of the economic doctrines of 1905-^ 
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crisis suddenly starts — ^beginning in the machine-tnaking industries. 
Hence there is greater distress in the industries making production 
goods than in those making consumption goods. The whole jMrocess 
is summed up by Aftalion in the following vivid simile, which we 
quote in full. 

If we poke the fire because a room is not warm enough we have 
to wait until the required temperature is reached. If the cold con- 
tinues and the thermometer still records it we shall be inclined, if 
we have not learnt by experience, to put more coal on. We should 
do this even if the quantity of coal accumulated in the grate was 
already enough, when it had all caught fire, to throw out an unbear- 
able heat. By letting ourselves be guided by the sensation of cold 
at the time, and by the present reading of the thermometer, we should 
fatally overheat the room. And this is the kind of mistake that the 
capitalist technique leads to. Since production requires a previous 
manufacture of fixed capital, so long as this manufacture is not 
accomplished the shortage of finished goods induces a belief in the 
possibility of preparing for new increases in production. The entre- 
preneur can only see that wants are actually unsatisfied, as shown by 
the high prices; he cannot know that their virtual satisfaction is 
excessive.^ 


In short, at any given moment there is over-production of certain 
consiunption goods. It is not that incomes are insufficient to buy them, but 
that the satisfaction th^ yield has diminished: the ‘final utility’ of the 
goods supplied to the public has decreased. Once the process has 
started in one branch it extends to the rest. The crisis is not general 
but generalized, but it gradually embraces the entire economic system. 

It cannot be disputed that Aftalion has noted a fact of far-reaching 
importance that actually characterizes the existing technique of 
production. It is certain that crises have nowadays a tendency to 
break out first, and then to grow more acute, in the machine-making 
industries — industries that in our day have become of prime impor- 
tance. It is certain also that the forecasting of demand in these 
industries is subject to more mistakes than in others. The very 
abundance of capital that they require for their extension puts them 
in a particularly difficult position when the demand for their products 
stops, and when their productive capacity is no longer entirely 
employed.* 

* Aftalion, Les Crises piriodiquss de surproducHon (1911), Vol, II, p. 361. 

* Almost at the same time as Aftalicm a Russian economist, Bouniadan, set out 
the mechanism of crises in terms that often recall those used by ibe French economist, 
so that wc might regard their views as the same. “Periods of prosperity and pmo^ 
of depresdon,** he says, “ are signs of over-capitalization. The boom period, with its 
high prices and eventual over-production, the depiesdon with its low prices and 
weaker economic activity, are both aspects of a single phenomenon — permanent 
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It is not even necessary to introduce the notion of final utility in 
order to express Aftalion’s theory in a way that satisfies the mind. It 
is enough to conceive that, for one reason or another, the demand for 
some product does not come up to the estimated supply, either because 
this estimate was excessive or because meanwhile the desires of the 
public have changed. In this case some businesses find themselves 
deprived of their markets, their profits disappear, their workers are 
unemployed, and their debts remain unpaid. If the entire economy 
is now in a period of tension, if the banks begin to find their credit 
margin too much reduced, or if a saturation of markets is already 
apparent in some industries, then bankruptcy or stoppage of work in 
the businesses in question may spread quickly and widely. Diffi- 
culties that in normal circumstances would have no repercussions on 
other businesses, or which would have been quickly compensated by 
their prosperous position, will, on the hypothesis we are considering, 
give a shock to neighbouring industries and may start a series of 


over-capitalizadon.’* (Les Crises iconomiqms^ p. 346.) But closer examination reveals 
that Bouniatian*s conception is more akin to those which ascribe to saving a decisive 
influence in the production of crises. This “permanent over-capitalization” that he 
regards as one of the characteristic features of modem economic development results, 
in his view, from the fact that the big incomes are received primarily by large-scale 
undertakings. Since profits are thus concentrated in a few hands, the habit has arisen 
of using them almost entirely for the creation of new capital, and thus the produc- 
tive forces increase incessantly while consumption is relatively stationary. At a 
given moment this disequilibrium becomes visible, the business undertakings no longer 
&id for their products the markets on which they had counted, and the crisis begins. 
It is a (flienomenon of * decapitalization.’ It reduces profits and the value of capital. 
The same idea could be expressed by saying that it destroys earlier saving. Thus 
“periodic economic crises arc, to put it shortly, merely periods of compulsory dc- 
capitaiization of unusual importance, arising suddenly and inevitably after a period 
of excessive capitalization” (p. 387). 

Whereas Aftalion finds the solution of the problem in a technical circumstance — 
rie., the time needed for the construction of plant — ^Bouniadan finds it in an economic 
drcumstance — viz*, the concentration of profits in the hands of big businesses, and their 
regular employment in new industrial creations. This phenomenon of income 
distribution and its division between investment and consumption had been noticed 
already by Sismondi, and it is precisely what the theories to be mentioned in the 
Ibllow^ paragraphs are concerned with. But these theories, such as that of Keynes, 
to be explained later, interpret the facts dififerentiy from Bouniatian: it b the insufil- 
ciency investments, not their excess, that they emphasize. 

What Bouniatian does not explain b how consumption can remain stationary in 
fiK:e of increasing production, when the profits invested by entrepreneurs are necessarily 
cemverted by their associates in the undertaking into new incomes which will increase 
eonsumptkm expenditure. Thb stage b the chief difificulty of the problem, and 
Bouniattan does not solve it. We must undoubtedly make allowance here for the 
befino the incomes created by saving can be converted into a demand for con- 
sumalfle products, just as at another point in the erbb there b a before the 
mcQines s^ free by the fall in prices can be qpent, which explains the prolongation of 
the&ll. 
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repercussions that will constitute a crisis. We shall see in sec. vi the 
importance attached by many writers, who incorporate Aftalion’s ideas 
in their own theories, to this background, as it were, on which there 
appear incidents capable of starting a general depression, like microbes 
causing an infectious disease. 

But one point still remains obscure: how are we to accoimt for the 
simultaneous extension of the machinery of production in a large 
number of industries at once?^ Aftalion says that the development of 
one industry brings with it that of many others, and that thus the 
increase of equipment at one point of thie economic field is generally 
accompanied by a corresponding increase at another point. This 
‘solidarity’ of industries accounts for the circumstance in question. It 
appeals on the one hand to the law of substitution — “the prosperity 
or misfortune of one industry tends to spread to industries able to 
meet the same needs” — and on the other hand to the growth of 
incomes, “ which leads to an extension of the demand for all products.”* 
It is at this very point that Schumpeter introduces his examination 
of the problem of crises in his brilliant Theory of Economic Development^ 
the first German edition of which appeared shordy before Aftalion’s 
book, and the two later ones after the First World War.* 

Schumpeter belongs to the school of Walras, He came into promin- 
ence by an earlier book, where he showed himself the convinced and 
suggestive interpreter of the fundamental ideas of the Mathematical 
schools of France, Italy, and England. In his second book he supple- 
ments the ‘static’ views of these schools by a purely dynamic study, 
and, quite naturally, he takes as the centre of thb dynamic system 
the activity of the entrepreneur in the niodern world. According to him 
the social function of the entrepreneur is not only to introduce something 
new into economic development, to invent, to discover, and to 
diversify products, but also to spread new methods of organization 
and manufacture, and to adopt and popularize the inventions of 
others. He does not confine himself to the efficient management of 
the existing economic system according to the traditional rules, but 
at each moment, by his initiative and bold faith in the future, he 
‘threatens’ the habits and customs and therefore the sources of profit 
of his more conservative competitors. He is continually renewing 

^ Lescure has called attention to this difiEiculty in his book Les Crises ginirales H 
pModiques de surproduction (5th edition, Paris, 1938). 

* Aftalion, Vol, II, pp. 389-390. 

• This work, translated with comments by Francois Perroux (Dalloz, Paris, I 935 )» 
is preceded by a study of Joseph Schumpeter’s views by Perroux. We quote ftom ther 
3rd German edition of 1931. An English translation was published the Oxford 
Univodty Press in 1935. 
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the sources of profit — ^to the detriment of those already in existence — 
and thus, owing to this perpetual breeding of new incomes, he feeds 
the interest of the capitalist, who in a stationary economy would lose, 
he believes, the reason for his existence and even come to nothing.^ 
But why is not this development continuous! That is what Schumpeter 
considers the fundamental question raised by the phenomenon of 
the cycle. Why does economic development proceed by fits and 
starts? Why is not the influence of the entrepreneurs introduced regularly, 
y«Lr by year or month by month, into the stream of economic life? 
This is obviously the same question as was asked by Aftalion. Here 
is Schumpeter’s answer. In the modem world entrepreneurs do not 
arise singly and sporadically but in swarms or ‘troops’ {scharenweise), 
“The arrival of one or several entrepreneurs facilitates the arrival of 
others, and they of others, who in 4 :unx cause the arrival of yet new 
and ever more numerous entrepreneurs^' (p. 339). For the single entre-^ 
preneur is faced at the beginning by innumerable obstacles, and if he 
eventually breaks through them it is by dint of struggle and energy. 

But when one or several of them have at length succeeded, then 
the difiiculties grow less. The first originator is followed by others 
who are encouraged by his success. Their success in turn encourages 
the intervention of other captains of industry until the innovation 
becomes normal and enters into the current life, and its reproduc- 
tion becomes a matter of imitation alone (pp. 339-340). In fact 
what the observation of facts reveals is that every period of expansion 
begins in one or a few branches (such as transport, electrical in- 
dustries, chemistry) and is characterized by innovations introduced 
in these branches. But their originators remove the obstacles not 
only in the branches of production where they arose, but also, ipso 
facto y in other branches. . . . This applies, for instance, to the open- 
ing of foreign markets. In this way the originators of new methods 
extend their influence far beyond their immediate sphere of action. 
The economic system is led with increasing swiftness and complete- 
ness into a process of reorganization which is the very essence of the 
period of expansion. 

The depression appears as the inevitable consequence of this period 
of expansion. If the influence of the entrepreneurs were continuous and 
permanent, the absorption of their innovations by the economic 
system would also go on continuously. But these innovations arise by 
fits and starts, so tluit their absorption is effected in the same manner. 
“This process of massive absorption is the very essence of the periodic 

^ We do not here discuss this theory, which depends on the notion that interest is 
&d by profit, and that in a stationary economy %<dien profit disappears interest must 
also duappear. The idea is, in fact, that if saving becomes useless, as in a stationary 
economy, the rent of saving (which is interest) must also disappear. But what about 
fi]i^>le ^vances? 
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depressions** (p. 342). It may be defined as *^the struck the 
economic system to reach a new state of equilibrium adapted to the 
new circumstances created by the changes brought about by the 
period of expansion’* {ibid.). The new products, in fact, do not appear 
until a few years after their manufacture has been put in hand. These 
surplus products, which more than compensate for the increase of purchasing 
povoer^^ issue on to the market m masse. TTie interval between the 
start of their production and their arrival on the market in bulk 
determines the duration of the period of expansion. “It is, then, the 
massive supply of new products that causes the fall in prices and may 
lead to a crisis’* (p. 345). Here Schumpeter’s views coincide with 
those of Aftalion, to whom, moreover, he expressly refers in the last 
edition of his book.^ But Aftalion tries to find a special explanation for 
the suddenness of the fall in prices, whereas Schumpeter thinks it 
obvious that this results automatically from the increased production, 
which, as he says without emphasizing it, in the sentence we have just 
underlined, “more than compensates for the increase of purchasing 
power.** 

Instead of reasoning as Aftalion does, in general terms of produc- 
tion, income, and price, Schumpeter describes the same process in 
terms of personality, energy, and initiative. He depicts the cycle as a 
function of the men who are its agents, and not of the general economic 
elements which determine its mode of operation. But, though his 
exposition gains in vividness in this way, it does not alter the funda- 
mental notion, for the explanation of crises by the bulk appearance 
of entrepretkeurs is hardly distinguishable from the bulk appearance of 
products suggested by Aftalion. 

In conclusion, there is one remark of Schumpeter*s that is worth 
remembering. Si>eaking of the post-war crises, he considers that in 
interpreting them phenomena connected with the waur itself have been 
too often neglected. For him, as for Nogaro, the crisis of 1930 was 
largely an inevitable repercussion of the war. 

3. SPIETHOFF AND CASSEL 

Aftalion explains crises by the rhythm and technical conditions of 
the creation of capital. But does not capital itself imply a preceding 
condition — ^the formation of savings? Should not the explanation of 
crises be looked for beyond these technical conditions, and even in 
the rhythm of the formation of savings itself? This idea has attracted 
many economists, and lies at the root of several recent explanations 

^ See Schumpeter, Thmie der wirtschqftlichen Entwkkiaig (“Theory of Ecoaoiii^ 
^E^C’velopment**), 3rd edition, p. 353. 
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of crises. It hasy therefore, brought into the foreground the whole 
problem of saving, its mechanism and its effects, and has given rise 
to a most instructive controversy. Spiethoff in Germany, Cassd in 
Sweden, Ansiaux in Belgium, and, earlier than these, the Russian 
writer Tugan-Baranowdd have all adopted this conception, though 
with slight variations. But the author whose exposition has aroused 
most interest is the German Spiethoff, who made himself the protagonist 
of the notion aftar the crisis of 1899 which was felt more severely in 
Germany than elsewhere. Of course, neither these authors nor those 
mentioned earlier make any claim to having isolated a single circum- 
stance as tile cause of crises. They too take account of fluctuations of 
credit (credit is the indispensable instrument of expansion, says 
Spiethoff),^ or of the time taken to set on foot new production in- 
dustries, thus incorporating Aftalion’s^ conception in their own, or, 
finally, of the influence exerted by a rise or fall in the discount rate. 
But all these circumstances they regard as secondary, or, if you prefer 
it, auxiliary, as compared with the one essential circumstance — first 
the abimdance and then the scarcity of creative saving during the 
phases of depression and expansion. 

They start firom the fact (which is true of modem industrial 
countries) that price fluctuations are particularly prominent in the 
group of businesses making ‘production goods.’ During the first half 
of the nineteenth century crises might arise from overproduction of 
consumption goods, but nowadays, when machinery and building, 
along with the extraction of mineral raw materials, are the principal 
domain of industry, it is in this branch of production that impulses 
begin. “A boom generally starts,” says Spiethoff, “in the group of 
firms making production goods. ... In a capitalist age it is difficult 
to imagine it starting in the group that makes consumption goods and 
reaching its highest point in these industries” (p. 71). This is also 
Casscl’s opinion: only crises in the past, he says, could arise from 
overproduction of consumable products. So on this point these 
writers are already diverging from the theses of Aftalion and Schumpeter. 

Now, if the firms making production goods are to extend and 
develop, they need savings. We use that word, although Spiethoff, 
like most German authors, prefers the word ‘capital’ — ^which we, like 
Walras, resove for the actual goods procured by saving. The distinc- 
tion between saving and capital, peculiar to the French and Italian 
termiiKdogy, is indispensable, if we are to get this set of ideas quite clear. 

^ SptedioC artide on Crises in the HandwSrterbuck der StaaUwisstn$tiu(ftm (**l>ic- 
donary of Ft^ttcal Science*’), p. 74. 
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“Savings accumulate,** says Spiethoff, “during periods of depress 
sion’* (in der Stockung stout sick das Kapital) (p, 70). This process has 
been compared by a Russian author, Tugan-Baranowski, U) the 
accumulation of steam in a steam-engine until its pressure overcomes 
the resistance of the piston.^ This accumulation of savings during 
the depression would bring about a reduction in the rate of interest, 
an indispensable condition — though not (he adds) a sufficient one^ 
of the subsequent boom. If this boom is to come, there must at the 
same time be new markets or new technical discoveries that protndk 
an opportunity for the boldest of the entrepreneurs to make new profits. 
It is nowadays in the realm of such industries as mining, railways, 
electrical or siderurgical industries that these conditions are to be 
met with. And when once they are combined the accumulated savings 
are immediately attracted to businesses in this group, spreading 
thence into other industries, on account of the incomes created by 
their operation. Then the boom continues, spreading from one in- 
dustry to another, increasing incomes and consumption, and stimu- 
lating alike the construction of fixed capital, electric-power stations, 
and means of transport — all enterprises which call for considerable 
capital outlay, although they provide directly consumable services. 

The origin of a boom is to be found, therefore, in accumulated savings^ 
and it is the inadequacy of these very savings that is destined to end 
it. TTic crisis breaks out not because the consumption of consumers* 
goods is reduced, but because the savings that are indispensable to 
the creation either of the machinery or of the fixed property and plant 
are not available. All such goods are different firom others in that 
“their construction or purchase is not made out of income in the 
strict sense, but out of capitalized income or acquired capital** 
(Erwerbskapitaly p. 75), and it is the lack of this acquired capital — or, 
as we should say, savings — ^that puts an end to the extension of the 
industries that make it. Their originators may see their initial fore- 
casts completely falsified by a reduction in the saving on which they 
had counted, and this gives rise to a disequilibrium that provokes the 
crisis (p. 76). As for consumption goods, there is never any lack of the 
purchasing power needed to absorb them. “A limit to their market 
is still very far firom being reached’* when the crisis starts (p. 78), so 
it cannot be explained by any superabundance of theae goods. The 
opposition between Spiethoff’s theory and Aftalion*s could not be 
more clearly marked. 

It is obvious at once that there are two points in vriiich the th^ry 
just d^cribed is open to criticism. To begin with, is it true that 

^ Jugan-Baranowski, Us crises Mustrielles en Angleterre (Paris, igig)* P- ^3* 
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during a depression savings accumulate without being used? Profits^ 
and therefore savings, undoubtedly diminish during this period, but 
none the less these savings do find employment, as Aftalion has rightly 
emphasized. Among other things, they are used for buying up 
businesses that have run into debt during cAe preceding period, and 
have been liquidated. They are used also to repay loans from the 
banks. Consequently the new savings are for a certain time entirely 
absorbed in replacing old savings that have been destroyed^ and they do not 
become available for new businesses until they have facilitated this 
indispensable liquidation, which is generally accompanied by a fall 
in the rate of interest as well as in the price of services and raw materials. 
During this period, then, there is a combination of conditions all 
tending to reduce costs and adjust them to the diminished incomes, 
and thus making recovery easier as soon as new opportunities of 
expansion present themselves to the businesses, which, moreover, will 
need nominally less savings than in the period of maximum expansion. 

* The conception of a scarcity of savings in the boom period is no 
less open to criticism. In such a period incomes increase, and so there 
is a similar increase in the amount of savings. Again, savings — 
notwithstanding the term ‘capitalized income* that Spiethoflf applies 
to them^ — are simply a part of income, in the same way as money 
used in the purchase of consumption goods. So we have to explain 
why these savings in a boom period are suddenly unable to absorb 
the increased amount of products of the firms that make machinery. 
Who buys this machinery if it is not the firms that make consumption 
goods? Why should these firms find themselves powerless to buy it, 
if the demand for goods for direct consumption goes on without diffi- 
culty, or even increases, as Spiethoff says it does? It must then be 
supposed that the consumption industries foresee^ for some reason or 
cHher, that there is no longer any chance of increasing their existing 
plant because demand for their products is going to diminish. Or 
are we to assume that the prices of consumption goods rise so fast 
during the boom period that they absorb an increasing proportion of 
mcome and do not leave enough to be saved? But this would imply 
that these goods are in great demand, which should cause those who 
make them to employ dieir profits in ordering new machinery — i.s., 
to provide the savings which, as we are righdy told, are lacking. To 
these questions Spiedioff gives no answer. 

Cassel and Ansiaux are more explicit. Ansiaux thinks it is the 

^ Sptethofi* says diat savings are 'capitalized income,’ but the phrase is difficult 
to ttndmtand. Savings are income qpent like ffie rest of income, but used to buy or 
make a upodsH kind of goods, called cai^tal goods. 



‘organic’ interpretations of crises 7^3 

excessive number of new business firms and the anxiety caused by 
growing speculation that make the savers more reluctant. The inade- 
quacy of savings would in this case be only apparent; it would be an 
impression, whereas the real fact would be the excessive appeals for 
savings, and their surprise at meeting with no response.^ This im- 
pression of insufficiency arises from the successive creations and 
extensions of firms of every kind — genuine and otherwise — ^that 
characterize the period of excitement which is the last phase of the 
boom. The insufficiency is relative, if you like, but it is none the leas 
felt, and especially in the sense that it is often not the most extravagant 
projects that are dropped. Consequently the financing of genuine 
business becomes difficult, and sometimes even impossible. 

Cassel has also felt the need to explain the initial abundance and 
then the relative scarcity of savings at the beginning and end of a 
period of expansion. But he does not resort to the idea of an ‘accumu- 
lation’ of capital during the depression, the working of which it is 
almost impossible to conceive.* He confines himself to showing* that 
the creation of savings is not equal at the beginning of a boom and at 
the end. This is what he writes in his book,^ the last part of which is 
concerned with crises: 

As entrepreneurs are compelled to save by economic necessity, the 
savings made out of the profits of business should represent a larger 
^ proportion than those made out of other incomes. Consequently 
the formation of savings by society should be relatively greater in 
periods favourable to the entrepreneur's profits. That period is 
precisely the initial period of a boom. We can therefore conclude 
that there are relatively more savings at the beginning of this boom. 
But as soon as wages and prices begin to rise there probably occurs a 
relative reduction in the formation of savings in proportion to the 
sum total of all incomes. For the working-classes certainly CQnsi;me 
by far the greatest part of their incomes, especially when the prices 
of all provisions are rising. At the same time the entrepreneur's 
income begins to fall by reason of that very rise in wages, or at all 
events its rate of increase becomes lower. TTius an important source 
of savings loses its force, and the peadc of the boom period will be 
marked by a relative scarcity in the supply of savings.* 

1 Amiaux, V Inflation du cridit et la prevention des crises (Paris, 1934), p. 219 a. 
*Afiaiion, Bouniatian, Lescure, Haberler, and Ansiaux are unan i mo us on this 
point 

* Cassel, Theoretisdu SozudSkonomiej 1918, p. 531. 

* Translated into English as The Theofy of Social Economy (Fisher Unwin, 1923). 

* Similar considerations, couched in almost the same t^rms, will be found a few 
pages Uter, pp. 534#. (TTie italics are ours.) 

On the other hand, Ansiaux, like Keynes, looks at things rather difiSnendy, and I1& 
view, it may be said at once, seems infinitely nearer the truth. According to him it 
is in the boom period that savings are most ^cmtiful: **No one can dispute,** he 8ays» 
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The author agrees with Spiethoff in thinking that in 

a period of hi^ prosperity of the modern type there is no over- 
production and no over-estimation of the demand of the consumer 
• . . but there is over-estimation of the supply of savings, that is to say 
of the amount of savings prepared to absorb the concrete capital 
that is made. What is over-estimated is the capacity of capitalists 
to put savings in sufBcient quantity at the disposal of producers 

(p- 556). 

The caution used by Cassel in these passages is noteworthy. The 
process he describes is in his view “probable,” not certain. It is a 
plausible hypothesis, not a fact founded on experiment. The increases 
and decreases in savings are relative^ whereas it is absolute figures that 
matter here. We shall see shortly that Keynes’s description of the 
formation of savings during a crisis is exactly opposite to Cassel’s. 

These contradictions and uncertainties among writers who find 
the origin of crises in the rhythm of saving show the need for a pre- 
liminary theory of the mechanism of saving itself. What is the effect 
of its formation on the demand and supply of goods? Is it the same 
for consumption goods as for production goods? At what moment arc 
savings most plentiful, either relatively or absolutely? Is it at the 
beginning or the end of a crisis? And what influence can it have on 
the phenomenon of unemployment? All these questions have arisen 
in connexion with the theory of crises, and have occupied an important 
place in the work of economists in the period after the First World War. ^ 
It has become clear that the word ‘saving’ is one of those that every one 
thinks he understands, while it really includes very different meanings. 
Hence the need to clear up these meanings, and the controversies that 
have arisen on this subject. We must now give an account of these con- 
troversies. But first it will be as well to examine the views of the 
Swedish economist Knut Wicksell, whose name is constantly mentioned 
by economists of the first two decades of the twentieth century. By fix- 
ing his attention on the dynamic phenomena of the economic system 
instead of on the static phenomena which had been the chief concern of 
the ‘ theorists of equilibrium, he was led to think out methods of working 
which in his view made it possible to explain crises as well as general 
price movements. The influence of his ideas is to be seen in almost all 
tibe discussions aroused between the two World Wars by the violent 
fluctuations to which the world economy has been subjected, and, in 
particular, the discussions by economists concerning saving and invest- 
ment* They deserve special examination* 

the possibility c^saving is much greater during a boom than during a depression. 

* . . A ccmsuterable amount of saving in the upward-moving phase is contrasted with 
reduced savii^ in the period oi stagnatkm.*’ lL*If^ati0n 4kf cnkUt, pp. 31$^ 31^^) 
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III: KNUT WICKSELL AND THE THEORY OF 
DIVERGENCES BETWEEN SAVING AND INVESTMENT 

Great influence was exercised in the first place by Knut Wicksell 
over the brilliant group of Swedish economists which includes the 
names of Ohlin, Lindhal, and Myrdal, who are responsible for some 
of the most interesting theoretical investigations of 1920-40. His 
ideas have also met with great, though tardy, recognition among 
the economists of other lands. There is a striking resemblance between 
the problems he brought forward and those connected with the 
name of Keynes. But Wicksell’s position as leader of a school of 
economists is somewhat peculiar. The Swedish economists who claim 
fellowship with him all begin by proclaiming their disagreement with 
his fundamental theses. In particular, his doctrine concerning the 
influence exerted on price movements by the discrepancy which 
appears at certain times between the bank rate of interest and what 
Wicksell calls the “natural rate” of interest is rejected by them all, 
by Ohlin as well as by Myrdal and Lindhal.^ He himself, however, 
has made only a very tentative application of this idea. He formulated 
it in the first place to explain long-term price movements. But when 
it came to actually interpreting either the prolonged rise between 
1895 and 1910 or the great fall that began in 1930, he reverted to the 
abundant gold production in the Transvaal for the first,* and to the 
intensity of the production of goods after the war for the second.* 
In other words, he eventually adopted the traditional view on this 
point. Ohlin felt justified in saying that Wicksell always looked upon 
his own contribution as a doubtful hypothesis, and was never as 
convinced as his pupils of its validity.* 

So too Wicksell gave up applying his conception to the interpreta- 
tion of crises, and on this point expressly adopted Spiethoff ’s theory,* 

^Wicksell has himself pven different definitions of this ‘‘natural rate.” In his 
Lectures on Political Ecomrr^ (Vol. II, p. 193) it is “the rate of interest at which Ac 
demand far loan ct^ital and the supply of savings exactly agree, and which more or less 
corresponds to the expected yield on the newly created capital.” In his Geldiins md 
GUterpreise (chapter viii) he defines it as “the rate which would be determined by 
supply and if money was not in use and if. all loans were made in real 

capital.” 

*.Scc the Preface to his Vorlesungen of 1906. 

* See his study of the fall in prices afler the war, in the volume monetary studies 
published in 1933 by Hayek under the title Beitrdge zur Geldtkeorie* 

* See Ohlin’s Preface to the English edition of Wicksell's Interest and Prices (Mac- 
millan, London, .1936), p. viii. 

* Lectures, English edition, Vol. II, p. 209: “My view doacly agrees with that cf 
Pmlessor Spiethoff.** 
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and to some extent Aflalion’s, though he never mentions the latter and 
seems not to have known him.^ 

It is impossible, when reading Wicksell, not to be struck by these 
contradictions and hesitations on the part of an intellect that yet gives 
proof of rare dialectical and logical vigour. His influence springs 
rather from the way in which he has put certain difflcult problems 
and his criticisms of solutions already suggested, than from the origi- 
nality of his own solutions. The principal question that has aroused his 
curiosity is how long-term price movements, whether upward or 
downward, are started and continue. Adopting in principle Walras’s 
doctrine of price equilibrium, and favoiuing also the ideas of Bdhm- 
Bawerk on the rate of interest, he finds great difficulty in accounting, 
by these theories alone, for certain price fluctuations which during the 
last fifty years have characterized and dominated economic develop- 
ment. He sees here some contradictions that had not previously been 
noted. 

His first book, called Geldzins und GUterpreise {Interest and Prices) ^ 
appeared in 1898, and is directly connected with the impassioned 
discussions that arose out of the prolonged faU in prices that marked 
the years from 1873 to 1895 and provoked so many complaints, 
especially from the agriculturists. Many economists who were hostile 
to the quantity theory, especially in CJermany and France, refused at 
that time to attribute this fall to the stagnation or reduction of the annual 
production of gold. One of the arguments employed against the 
probability of a monetary influence was drawn from the deep fall in 
the discount rate observed at that time, and the simultaneous accumu- 
lation of gold in the issuing banks. How, asked the opponents of the 
quantity theory, could we speak in such circumstances of a scarcity 
of gold? Now, Wicksell declared himself an adherent of the quantity 
theory— the only theory, he said, which had so far accounted for the 
undoubted influence of money on prices. So he started to search for 
an interpretation by which to explain the paradox of a fall in prices 
accompanied by a very low discount rate when that rate seemed, on 
Ac contrary, a sign of monetary abundance that should make prices 
rise. That is Ac first problem Aat engaged his attention and led him 

^ The following panuge from the Le^es, Englhh edition, Vol. II, p. 21 1 , seems to 
me si^uficant: **The principal and sufficient cause of cydical fluctuaflons diould 
rather be sought in the fact that in its very nature technical or cominerdal advapee 
cannot maintain the same even progress as does, in our days, the increase in needs — 
eq>eda}ly owing to the organic phenomenon of increase of populadon — ^but is some- 
A n es prec^tate, sometimes d^yed. . . . There occurs the conversion large 
masses of liquid into fixed capital whidb is an inevitable preliminary to every boom 
imd indeed is prdbably the only fully chararteristic sign, or at any rate one which 
cannot cimceivabiy be absent.’^ That Is ptectseiy Afiali^^s thesis. 
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to examine all existing explanations of the way in which a rise or fell 
of prices is brought about.^ 

It may be said at once that the explanation of this apparent paradox 
is really simple enough. The fall in prices means of necessity a 
diminished need for specie, so that it accumulates in the banks. At 
the same time the demand for credit is nominally less than before for 
transactions of the same amount, because goods and services fetch 
lower prices. Wicksell, however, does not mention this explanation. 
What happens, according to him, is that the discoimt rate, though it 
seems very low, is higher than what he calls the “natural rate” of 
interest, which he defines sometimes as corresponding to the yield in 
kind of real capital and sometimes as the rate that equalizes the supply 
of savings and the demand for them. Hence arise losses for the entre- 
preneurs and a fell in the price of products.* This explanation is itself 
merely the application to this particular problem pf a general solution 
to which he was led by his reflections on the wider problem of the 
origin of general rises and falls in prices. As we shall shortly meet with 
the problem again in another form, it will be enough to say that he 
draws a distinction here between two cases: one where the movement 
is due to variable relations between the production of gold and that 
of goods (for Wicksell has always upheld the quantity theory on this 
point), and the other, which is “extremely important in practice” 
{Lectures^ II, p. 208), where this movement “is not due to a change in 
the supply of gold or to an increased demand for goods from the gold 
countries.” It is this second case that perplexes him and leads him 
to think that the price movement arises from a divergence between 
the discount rate and the ‘natural’ rate of interest. Unfortunately 
he docs not tell us what these movements are that are “extremely 
important in practice” and that are due neither to increased produc- 
tion of gold nor to that of goods. All that we know is that he was not 
thinking of crises. It is impossible, too, to verify his hypothesis, since 
the ‘natural’ rate is a mere figment of the brain and is not actually 
in existence on any market. 

It is useless to dwell any longer on an explanation that is rejected 
even by Wickscll’s followers. We mention it here — ^and will dwell 
on it no longer — only to call attention to its strangeness, and to show 
the direction in which Wickscll’s curiosity led him when it was aroused 

^ This is the purpose of his first book, Geldepts und GSierprei^ (tSQB), of whidb the 
English translation (Macmillan), Interest and Prices, with a Preface by Ohlin, appeared 
in 1936. 

* The whole problem is again dealt with in his Course. Qf. pp. 205-208 of Vol. II 
of the English translation, Lectures on PoliUed Ecowm^ (i 935 )> <nid also his artkie In 
^ IScnnmk Jtmrnd for iQoy, p. 21s* 
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by dynamic probiems very different from those solved by the Classical 
theories of equilibrium. 

A second problem to which Wicksell rightly drew attention, and 
which economists had almost all neglected, is one that arises whenever 
there is a general fall in prices. He puts it in the following terms: 
** Clearly the feet is here overlooked” (when a fall in prices begins) 

that the purchasing power which on this assumption would be 
reduced in the case of the sellers of the former goods would be 
increased to a corresponding degree in the case of the buyers. If 
the latter have only to offer a smaller part of their income in order 
to satisfy their ne^ for the goods or classes of goods in question, 
then they have a correspondingly greater amount left for their 
demand for other goods, and it is not impossible that these other 
goods . . . would rise in price and thereby perhaps compensate for 
the fall in price of the cheapened goods {Lectures^ Vol. II, p. 210). 

The contradiction in logic thus noted (very opportunely) by 
Wicksell is precisely the same as that dealt with by Keynes at the 
beginning of his important book on unemployment. He there poses 
the question why the re-employment of income liberated by the fall 
in the prices of certain products, which should normally take place, 
is not forthcoming, and why the total demand for products (and 
therefore the general price-level) and the number of workers employed 
do not remain always the same despite this fall. In other words, how 
can a general fall in prices remain and extend after it has started, and 
why is it not stopped at the beginning, since the aggregate purchasing 
power in the hands of the public has not changed? 

Actually, the contradiction is solved easily enough. We have no 
assurance, in feet, that the income of consumers that is set free will 
be translated immediately and without delay into a new demand exerting 
a compensatory upward effect on the prices of other products. It is 
die rapidity of circulation of money or income that matters here. Now, 
we know from observation that this rapidity of circulation is very 
unequal. The owner of the liberated income may very well wait for 
a time before making use of it. The consumer speculates on a fall of 
prices just as the producer speculates on a rise. A fell in some products 
leads him to think that others may fall also. He is led to postpone his 
purchases of other commodities, and tte logical compensatory rise 
expected by Wicksell does not take place, at least not at once. During 
this period of delay those business firms, or some of them, that have 
been hit by the fell in sclling-pric« will make efforts to reduce their 
a»t 8 , aiul the result will be either unemployment or a fell in wages 
b^are amsumers have decided to transfer elsewhere their liberated 
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purchasing power. Hence arises a diminution in the aggregate incomes 
of the working*class and the entrepreneurs. This diminution of incomes 
(and, therefore, of the aggregate demand for products), and the new 
fall in prices that will accompany it, will extend the circle of firms that 
were hit first, and the movement is thus enabled in a cumulative 
manner to affect more and more sections of the economic system. In 
short, there is a velocity of circulation of incomes, whose slackening 
diminishes the total amount of income spent in a given time. This 
reduction brings in its train falls in price that are added to the original 
fall, so as to strengthen it and prolong it until production and total 
demand have found a new equilibrium at a lower level of prices in 
general. 

The solution of the problem that worried WickseU is, therefore, 
simple enough, so long as we are not led astray into a purely logical 
discussion of its terms but consider in detail, by a microscopical 
examination, as it were, the reactions caused by the original fall in 
prices, taking due note of the times within which these different reac- 
tions occur. This has been very clearly shown by Ohlin and Haberler, 
the former in two noteworthy articles in the Economic Journal^ and the 
latter in a note in his account of the theories of crises.^ But WickseU 
does not take this line: he thinks he has found another solution, which 
he was the first to suggest and in which Keynes in his turn found, at 
one time at least, a way of safety.* Starting from Walras’s conception 
of saving, WickseU declares that normaUy the amount of incomes 
exceeds that of consumption. The difference between the total 
incomes received and the total consumed (i.^., spent on consump- 
tion goods) constitutes savings, which arc invested in business enter- 
prises or in goods intended to increase future production. These 
two streams, one of consumption expenditure and the other of savings 
expenditure, absorb together the sum total of incomes and form two 
continuous and paraUel streams flowing side by side. So long as the 
amount of investment by the entrepreneurs coincides with the amount 
of saving by the savers,* there is no reason, says WickseU, for any 

^ See Ohlin, Som Notes on the Stockholm Theory of Savings and Investment, in the Eeonmme 
Journal, 1937, especially pp. ff., and Haberler, Prosperity and Depression (Geneva, 
^ 937 )> P* S53 fi. The same problem has been examined by Bouniatian in the book 
already mentioned (pp. 243 ff.). He propounds an interesting solution, but a less 
accurate one, in our opinion, than that given in the text (Cf, Bouniatian, Les Crises 
kmumdqms, 2nd French edition, 1930). 

• The whole of WickselPs exposition, starting at p. 192 of his Lectures (Vol. II), 
should be cai^efuUy studied, but his concise style often makes it obscure, like all his 
preceding discussion of the views of Tooke and Ricardo. 

* And assuming, of course, that no external cause comes to raise prices— «ifih as an 
increase in the pr^uction of gold. 
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change in prices in general. On the other hand^ if the sums invested 
by the mtr^prenewrs exceed the amount of savings (which will happen, 
for instance, if bank credit is more freely extended by the banks to 
erdrepremwtSy especially if it is granted at a very low rate of discount), 
then we shall find the inemnes of the enttepreruwrs, and therefore those 
of their collaborators — especially the workers — ^increasing, and along 
with their incomes their consumption expenditure. We shall then see 
a general rise in the prices of consumable commodities, which must 
be attributed in the last analysis to the inequality between saving and 
investment which is the prelude to a, general rise in the price-level. 
To avert this rise, therefore, it is sufficient to maintain equality between 
saving and investment. The method to be adopted if this is to be 
successful is to keep the discount rate high enough to prevent exces- 
sive investment by the entrepreneurs. Conversely, if the investments of 
the entrepreneurs are less than the savings that are created, then a fall 
in prices will take place, and this should be met by a fall in the rate of 
discount.^ 

This conception is obviously disconcerting to minds accustomed to 
the theory erf* the equilibrium and mutual dependence of prices, which 
implies, in fact, that a rise in prices may begin on the market for 
consumption goods as well as on the market for investment goods. 
Ohlin discerningly called attention to this in his introduction to the 
English translation of WickscU’s first book. He even admits that as 
a result of war-time experience Wicksell did not retain complete faith 
in the conception just summarized. “During his last years,** he says, 

Wcksell came more and more to doubt the solidity of what had 
been regarded as the corner-stone of his monetary theory — the idea 
that if the money rate coincided with a normal rate of interest, 
which brought about equality between savings and investment, the 
commodity price-level would remain constant. 

He draws the conclusion, then, from some of Wicksell’s sentences, 
that he did admit at the end of his life, though without actually 
saying so, that even in a case of equilibriiun between saving and invest- 
ment, as generally understood, there might occur a rise or fall of 
prices. And so he concludes that one of the fundamental elements of 
Wicksell’s original theory would have to be abandoned.* 

But whatever Wicksell may have thought of his own theory, and 
however unacceptable it may be to his followers and those who 

^ The most easily accessible account of \^^ckseU*s theory on this point is to be found 
in his article in the Economic Journal for 1907, pp. under t^ title The Iti/luence 

ef Ike Rose ^ hnemt on Prices. 

* Introd i ie t km to IrUerest and Prices, p. xxL 
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remain faithful to the theory of the mutual dependence of prices, 
this distinction between saving and investment has played a con- 
siderable part in the economic controversies of recent years, particu- 
larly in the ideas of Keynes, and it was expedient to show how it 
originated. 

Such, then, are the salient points in the views of a writfer whose 
function was mainly to point out the difficulties in current theories 
and to seek for solutions, though he himself attributed to his solutions 
no other value than as suggestions constantly subject to revision. 
Until the end of his life he never ceased to be obsessed by this prob- 
lem of the great price movements, and by the desire to find methods 
by which price-levels could be stabilized. It is enough for us to have 
shown here the importance that he attached to the phenomenon of 
saving, to which, as we know, so many writers attribute a predominant 
influence in the development of crises, though they are far firom 
agreeing about its mode of operation. To this mode of operation we 
must now return. 

IV: THE THEORETICAL MECHANISM OF SAVING 

For a long time saving was regarded as such a simple economic 
action that it was hardly thought necessary to make a theory of it. 
Adam Smith and Turgot expatiated mainly on the economic benefits 
that it yields, and paid little attention to the way it works. Through- 
out the nineteenth century authors of the most opposite views rivalled 
Adam Smith in singing its praises. Karl Marx considered it the 
essential function of the capitalist, and Keynes, who was later to 
criticize it so acutely, explained eloquently in his famous book on 
Reparations how the savings of the older countries before the First 
World War served to fertilize the industry of the whole world — one of 
the most striking pictures that his pen has drawn. Some discordant 
voices were heard, however — the most celebrated being that of Lord 
Lauderdale at the end of the eighteenth century. In a book that 
was widely read — ^it was even translated into French — and in which 
he often finds fault with Adam Smith’s views, he prot^ts against the 
too rapid liquidation of the English debt. Dupont de Nemours, in a 
very elaborate note on Turgot’s Reflexions^ vigorously condemns all 

^ This note is to be found at para. 77 of Turgot*s Ripexims sur la formation it la iiisirihth> 
tian des Rudusse$ (see his CEttms, published by Gustave Schelle, Vol. II, p. 58a), and 
we regard it as of capital importance in the history of doctrines about toving. XSkipont 
would like to see the term ^saving’ replaced by ^productive expenditure.* He declares 
that we must **get rid of the simple idea cd saving among the elements that go to 
^arm cai^tal/* as die word ^saving* ordinarily means merely ‘putting mi one dde.* 
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saving that does not consist in * productive expenditure/ Malthus, 
for his part, spoke in praise of luxury, and at the end of the nineteenth 
century certain less-known writers, such as Hobson, regarded excessive 
saving as one of the sources of the distress of the working-classes. 

But many points in the theory still remain obscure, and we must 
call attehtion to them here or we shall not imderstand the con- 
troversies that they have given rise to. For example, economists have 
not managed to reach agreement as to the influence that may be 
exerted on the growth of saving by the rate of interest. Normally, it 
would seem, every rise in the rate of interest should tend to increase 
saving and every fall to reduce it. But experience does not seem to 
bear this out. Pareto thinks that saving would continue even if the 
rate of interest fell to zero. Another Italian author, Ricci, thinks that 
the amount of saving is a function of , the rate of interest that follows 
a curve that first rises and then falls after reaching a maximum.^ 
Cassel’s view is that below a certain rate the reduction in saving will 
automatic^ally produce a recovery in the rate and prevent its falling to 
zero.* Divisia* believes that the problem can only be solved induc- 
tively, and that we should stick to observed facts. But this is extremely 
difficult, and the answer to the question, he thinks, remains in abeyance. 

The uncertainty is greater still when it comes to analysing the 
mechamsm of saving. The most satisfactory description is that given by 
Bohm-Bawerk.* Saving, according to him, is merely a new direction 
given to the use of income. It consists in applying income not to the 
consumption of present goods, but to the making of instruments or 
the construction of factories or dwellings which will facilitate the 
future increase of immediately consumable goods and services. This 
description aims at showing how, even if all the forces of labour in an 
economic g^stem are engaged^ saving none the less provides the means for 
increasing the real future income of this economic system. If, on this 
hypothesise an individual decides to save — ^that is, to withdraw fix>m the 
consumption erf his income money that was formerly applied to con- 
sumption — ^thc process started by this saving will evidently be as 
follows. The former demand for consumption goods will be diminished 
by the amount of the savings, while on the other hand the demand for 

He then develops the idea that in a society based on division of labour savii^ in that 
tense can only have the most disastrous effects by restricting the demand for products. 
We quote below, in dealing with Keynes, the passage in Dupont which exactly 
oorre^penads to the fi>rmar*s hunous paraMe of the bananas. 

^ Cfi Elect, V€dfiota dd ri^armk in Gumude degli EcorwmisH, igad and iga7, 

* Caitel, The Mature atk Meceseity of Inkrest (Macmillan, London, 1903). 

^ Diviiia, VPpmgm et k riekesu coUmdm (^rey, Paris, 1938). 

*B 8 iuii 43 aw^ Fondoe Iheerie du Kopiidse dUpter it, tec. tv. 
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production goods (tools, machinery, etc.) will be increased by the 
same amoimt. The price-level of the former will tend to fall and that 
of the latter to rise. There follows a call for labour (which has become 
useless for the now reduced production of consumption goods) on the 
part of businesses making production goods. Saving, by diminishing 
consumption, will thus have served to set free labour forces th^ will 
henceforth serve to increase future production at the expense of the 
production of immediately consumable goods. 

Nothing could be clearer than this. And it has, besides, the advan- 
tage of showing plainly that we arc concerned here with community 
saving alone, and not with individual saving. Indeed, if we take the 
individual point of view only, we see at once that the savings of some 
may be consumed by others. The thrifty man who buys a farm, a 
factory, or some stocks or shares does not know whether the" seller 
is not going to consume at once the money he receives. So these 
transactions do not necessarily increase the capital of the community* 
The best-known example is that of a State which consumes the savii^ 
of the public in war expenditure. There is no saving Jor the community 
unless, when account is taken of the consumption by some people of 
the savings of others, there remains an actual balance which is invested 
in new imdertakings or in improvements of old ones. It is this actual 
balance, thus invested, to which the term ‘savings’ is applied in political 
economy, and to which Bohm-Bawerk’s considerations apply — 
considerations which arc very pertinent but far from exhausting the 
complexities of the subject. 

In the mechanism here described everything turns, in fact, on the 
hypothesis of non-consumption, or, if preferred, reduction of consump- 
tion, by the saver. Now, this reduction is in very many cases useless. 
We have only to imagine a saver receiving an addition to his income 
and deciding not to consume it but to procure with it some machines 
that are indispensable to increase his future production. He has then 
no need to reduce his normal consumption. As a matter of fact, in the 
economic world of to-day, savings arc mainly drawn from additions to 
income. It is the increased profits of an industry or an individual that 
are set aside and invested, without any diminution in the personal 
consumption of the saver or of society as a whole. From this follows 
the important consequence that the fall in the prices of consumption 
comme^ties, which was just now considered as bound up with the 
phenomenpn of saving, is in no way necessary ^ since the demand for these 
commodities has not changed. It may even hem increased^ if only a part 
of the additional income is saved, the rest being spent in the purchase of 
consumable products. And that is what most frequently happens. ^ 
aA 
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In periods of a general rise in incomes the increase in saving is accom- 
panied by a general increase in consumption. Even in periods when 
incomes in general are falling, many communities or individuals who 
have remained prosperous continue to save without thereby reducing 
their consumption. The reductions in consumption that we see, 
therefore, are due to the general fall in consumable incomes of the 
rest of the population, and not to the fact that some people save. We 
cannot, then, accept without serious limitations the general proposi- 
tion enunciated by Keynes in his General Theory of Employment^ Interest 
and Money (and asserted by many other writers as an obvious truth): 
“It is common ground that increased individual saving will cause a 
fall in the price of consumers’ goods’’^ (p. 192). On the contrary, an 
increase in saving, or its persistence even in a period of diminishing 
incomes, contributes to the fall in price of consumable commodities 
only on the hypothesis adopted by Bohm-Bawerk, which is the least 
often realized in the ordinary course of events. 

But still further modifications are needed in a theory constructed 
exclusively for cases where all economic forces are employed and 
nominal incomes are stationary. Even if savings are deductions from 
the normal consumption of the savers, even if for them they mean 
retrenchment, it does not follow that for the community this deduction 
will involve a reduction in consumption. We have only to imagine — 
what is, in fact, the commonest case — that the community includes 
some unemployed workers. In this case the new savings, by providing 
an income for workers who hitherto had received none, are spent on 
consumption. The choice of commodities consumed is altered, but 
the aggregate demand for consumption products, measured in pur- 
chasing power, remziins unchanged. At the beginning of a boom 
period, when unemployment, born of the preceding crisis, is generally 
fairly widespread, the effect of increased saving is simply to set to 
work a larger number of workers and thus to provide them with 
incomes, and to compensate, by their demand for consumable goods, 
for the reduced demand of the savers. That is undoubtedly the case 
that Adam Smith had in mind when he said, in what seems at first 
sight a rather paradoxical statement, “What is annually saved, is as 
regularly consumed as what is annually spent.” 

^ Haberler, in his Prosperity and Depression, often uses expressions that seem to imply 
adherence to this formula, either when he is quoting other writers or when he is 
speaking for himself. He says at p. 38, for example, that if part of one’s current 
income is saved — ue,, if all the income b not spent on consumption goods — the demand 
for such goods diminishes, and some factors of production are set free. See also 
pp. 214 a^ 398 of the same book. Such a formula can by its generality lead only to 
erroneous cxmclusions. 
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There is no need even to adopt the hypothesis of unemployment. 
The mere growth of population throws on the market every year a 
new generation of workers, whose numbers depend on the birth-rate. 
These new teams of workers, hitherto without any income of their own, 
absorb the new savings, and while creating new capital prevent the 
demand for consumable goods from being restricted. Let us imagine 
a still more familiar hypothesis, large-scale immigration, such as used 
to take place into the United States, or a large import of foreign 
labour, as in France. It is obvious that in a great many circumstances 
new saving does not result in any diminution of the aggregate demand 
for consumption products, but merely changes the nature of the 
things demanded. 

Such are the immediate effects of an increase in saving at the moment 
when it takes place — that is to say at the time of that charge in demand 
which is its first manifestation, and which must not be confused with 
a reduction in demand. But this is only the first phase^ as has been so 
well stressed by Bresciani-Turroni. When saving has attained its 
object — i,e,^ when savings have been transformed into more powerful 
or more numerous machines which serve to multiply consumption 
commodities — then these commodities are in more plentiful supply 
on the market than before. In this new phase a fall in prices is inevi- 
table unless other circumstances counteract it, such as a greater 
abundance of gold or paper money. The deep and lasting effect of 
an increase in annual saving, or simply of its maintenance at the 
normal level it has reached at a given moment, is a fall in the prices 
of consumable commodities and services ‘‘as a natural consequence 
of their greater abundance.”^ That is the most certain result of an 
increase in general productivity due to saving. Whereas in the first 
phase, the creation of new savings, it is the alteration in demand that 
interests the economist, in the second^ when saving has attained its 
end (the increase of production), it is the supply. This has been well 
brought out by Bresciani-Turroni in a noteworthy article in Economical 
in which he sums up with admirable conciseness the fundamental 
notions that make up the modem theory of saving. Now, recent dis- 
cussions on the influence of saving on crises are concerned essentially 
with the phenomena of the first phase — those that result from the 
new direction given to demand — ^and neglect those of the second phase 
which result from the increase in supply. 

If we take both phases into accoxmt, we see how hard it is then to 
follow in actual events the effects of a relative increase or decrease in 

^Cf, Bresdani-TurFoni, The Theory of Saving, in Econ&mka, February and May 
1936, p. 69. 
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saving. For all the effects of the first phase are constantly being joined 
by those of the second, which cither counterbalance or reinforce them. 
In our industrial communities there is a continual creation of savings. 
NormaUy part of the net income is saved and only the rest is consumed: 
it is precisely this that characterizes an economically progressive 
community, according to the plan set forth long ago by Walras. Can 
we believe that the fluctuations of savings around this normal point 
arc sufficient to start a crisis? Entrepreneurs who extend their produc- 
tion the makers of machines) reckon that normally the weavers 
or spinners who use the machines will also extend their production of 
cotton or cloth by saving part of their profits with which to buy more 
machines. They may be wrong, just as the weavers or the dress- 
makers may be wrong in counting on the consumers of cloth and 
dresses to increase their purchases. Have the mistakes of the machine- 
makers more to do with starting* crises than those of the makers of 
cloth or dresses? There seems no reason why it should be so. All 
we can say is that the more far removed the manufactured products 
or the extracted raw materials are, in the chain of their successive 
transformations, from the finished product, the more is it possible for 
mistakes in forecasting, if there are any, to continue before the entre^ 
preneurs are enlightened by the eventual sale or non-sale of that finished 
product. 

So a shifting of expenditure from investment to consumption, or 
vice versUy will by itself produce hardly any lasting effects. If, for a 
given aggregate income, the demand for consumable products is 
increased^ their prices will rise, and there will be increased profits for 
the industrialists who make them, and they will find it advantageous 
to invest these profits in new manufactures. In other words, savings 
and investment will increase from the very fact of the increased demand 
for consumable products. And conversely, if it is the savings that have 
increased, and investments along with savings, then the new invest- 
ments will result in an additional supply of consumable goods, their 
prices will fall, and this will stimulate purchases by consumers and 
again reduce that part of income that is invested. Thus an automatic 
correction comes into play, in whichever direction the mistake is 
made. 

We can but agree with the conclusion reached by Bresciani-Turroni, 
as follows: 

The deeper we attempt to look into the saving process, the more 

this latter reveals to us unexpected intricacies and manifold forms. 

This process is by no means so simple and smooth as the conceptions 
^ Compared with what it was in the preceding period. 
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Still prevailing not many years ago among economists would have us 
believe.^ 

And Divisia, for his part, asserts that “it is clear that if the growth of 
saving has not itself, strictly speaking, an actually contradictory 
character, nevertheless the analysis of its manner of working is fulU of 
pitfalls.”^ In particular, adds Bresciani-Turroni, if you wish to use 
a theory of saving to explain crises, a careful distinction must be 
made according to whether or not the increase in saving takes place 
at a time of ‘ full employment.* If there is unemployment, an extension 
of production may continue for a considerable time without leading 
to any reduction in the making of consumable commodities, for the 
savings provide incomes for workers hitherto without wages, and these 
incomes they hasten to consume. If, on the other hand, the increase 
in savings comes at a time when there is no unemployment — ^which is 
the case when a boom is at its height — the result will be to withdraw 
workers from the manufacture of consumable commodities and attract 
them into that of production goods. This gives rise to a reduction in 
the quantity of consumption commodities, followed by a rise in their 
prices and a nominal rise in wages, with a consequent reduction in 
profits in all industries with a tendency for production to slacken. 

There we have the germ of an interesting explanation of crises. 
The creation of savings at the end of a boom would account in particu- 
lar for what was observed in Germany in 1924 by Bresciani-Turroni, 
a great authority on German economy,® that at the moment when the 
1924 crisis broke out it was consumable goods that were in short 
supply and whose price rose. This is in direct contradiction of the 
opinion of those economists who think that crises originate in a fall 
in the prices of consumption products, but it contradicts also the idea 
that they originate in a scarcity of capital. Their origin would lie 
rather in a shortage and dearness of labour. 

Bresciani-Turroni, however, does not believe that these transfers of 
savings (whose effects correct themselves) are sufficient to start a 
crisis. His view is that crises would not occur without excessive credit. 
Industrialists very often start new business in production goods with 
the help of credit^ which they count on being able to pay back with 
future savings. But if they are mistaken about the influx of future 
savings (and nothing is easier), the temporary expansion of production 
bom of credit will be faced at a certain moment by an insufficiency of 
savings. If this mistake is widespread, a crisb may be the result. It 
thus has its origin in excessive credit, not excessive saving. It is 

^ Op. eit.f p. 181. * Divisia, V^pargne, pp. 825<-226. 

• ^Cf.\m book Le mmde dd marco Udesco {Milan, 1931).- 
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obvious that the mechatiism of saving becomes difficult to grasp 
when we try to follow it in detaU.^ 

The most certain conclusion of the general theory of saving is that 
by the increase of productive forces it tends to increase the quantity 
of products and services and consequently — ^in the absence of any 
exterior causes operating in the opposite direction — to lower their 
prices. The real income of the community is increased, and the mass 
of products and services to be shared between its members grows 
unceasingly, but the price-level falls. On the whole its effects are 
beneficial and bring increased well-being to every one. 

V: KEYNES’S THEORY OF SAVING, UNEMPLOYMENT, 

AND CRISES 

The greatest reproach that can be levelled against Keynes’s theory, 
as elaborated in his world-famous General Theory of Employment^ Interest 
and Mon^ in 1936, and outlined before that in his Treatise on Mon^ 
in 1930, is that it has not taken account of all the complexities of the 
mechanism of saving that are revealed by careful analysis. It has 
been made into a simplified conception — exactly opposite to that of 
Admn Smith — ^which is summed up in the idea that saving reduces 
consumption, absolutely or relatively. And the whole of the demonstra- 
tion is concerned with this conception. 

What happens, asks Keynes, when saving reduces the demand for 
products? It reduces at the same time the number of employed 
workers. Now, if the total amoimt of remuneration forming the 
aggregate incomes of the workers is diminished, the total money 
income to be spent by the community is diminished, as well as the 
aggregate demand for products; the forecasts of the entrepreneurs will 
be falsified; production will be r^tricted by the disappearance of 
profit, the principal stimulus to production; unemployment will 
thereby be increased; the reduction of incomes to be shared will be 
intensified — ^leading to a new shrinking of aggregate demand, accom- 
panied by a new reduction of profits and production. And so the 
process continues, until the impoverished community falls from 
prosperity into the depths of misery. So saving, far from being a 
benefit, becomes a curse, and everything should be done to discourage 
it and stimulate consumption. Unproductive expenditure, luxury 
building, public works would all be preferable to this descent into the 
abyss through the excessive practice of a false virtue that has yet 

^ For this mechaidsm I most refer the reader to my Thdorie de Vipargne (1922), 
rcjpxintcd in Essais sm gudgues problhnes icotmUgues it mondtaires (Paris, 1933). 
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been preached unceasingly by economists, moralists, and statesmen 
ever since the days of Adam Smith, the thrifty Scot who was the first 
to imdartake its defence.^ 

Such, in broad outline, is Keynes’s thesis, already elaborated more 
than a century earlier by Dupont de Nemours in his note on Saving 
appended to Turgot’s RiflexionSy paragraph 77. Here is the essential 
passage, whose interest needs no emphasis, despite its ungainly style. 

In countries where incomes are paid in money, if those incomes 
which represent the disposable portion of the harvest, are not spent 
by their owners, there will be a corresponding portion of the harvest 
which is not sold, though the cultivator will have paid its price to 
the owners, without having withdrawn it from his sales by which 
alone he had planned to be able to pay this owner every year the 
sum agreed upon. This unsold portion of the harvest, wWch the 
farmer would nevertheless like to dispose of, will of necessity fall 
very low in price. This low price will also of necessity affect other 
prices, which naturally find their level, as Turgot has very clearly 
shown (in paragraphs 30, 31, and 32 of his book). But the fall in 
prices will necessitate in the same way a diminution of production, 
as we have just seen in speaking of production which only repays its 
cost, and also a diminution of incomes, which are always propor- 
tional to the quantity of products to be sold, combined with the 
price at which they are sold, and compared with the costs of produc- 
tion, But the reduction of income will still be a loss to the thrifty 
owners, who will find it hard to understand what they have done to ruin 
themselves by saving and will see nothing for it but to increase their samngSy 
which will hasten their ruin until thy reach the point where absolute destitution 
makes saving impossible and compels them to throw themselvesy too late, into 
the ranks of the workers. 

This is the very thesis adopted by Keynes, who certainly had not 
read Dupont. He intended it to explain both the imemployment 
fn>m which Great Britain had just suffered, and the continued fail of 
prices after 1930. It accoimted for the most recent ‘great depression’ 
as well as for long-term falls in general; it provided a comprehensible 
and simple substitute for the much-criticized quantity theory of 
money, by putting the theory of prices back in the lower rank of 
‘subsidiary’ theories (p. 32); and, finally, it set economic science Sete 
firom that ‘fatalism’ which in all ages has made it appear as “the 
dismal science,” and substituted for it a conception that opened up 
vast prospects for successful State intervention. 

A scientific revolution of this kind could be attempted only by a 
writer gifted not only with great expository powers but also with a 

^ The analogy with Sismondi’s doctrine of insufficiency demand is striking, and 
we refer the reader to it. 
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fertile imagination — one, moreover, who has given brilliant proc^ in 
his earlier books of his mastery of financial and monetary problems. , 

The essence of the argument is contained in what Keynes himself 
calls the ‘Sparable” of the bananas. This occurs in an earlier work 
called A Treatise on Money ^ which appeared in 1930, some of whose 
^^cmceptions were to be renoimced in the later book, though on this 
point its principal ideas were retained. Imagine, says Keynes, a 
conmaunity living exclusively on the production and consumption of 
bananas, but using money for its purchases and sales. Suppose that 
certain members of this community, smitten by a mania for saving, 
decide not to buy a portion of the bananas they had hitherto con- 
sumed, and suppose, finally, that ih^ do not employ the income thus 
‘saved’ in creating new plantations that would increase their con- 
sumption in the future. Saving then “exceeds investment.” What will 
be the result pf the operation? Obviously a fall in the price of bananas, 
which will delight the hearts of all consumers. But there will also be 
a diminution of the profits of producers, which will fill them with 
sorrow and compel them to reduce production or dismiss their work- 
men. So at the following stage — the next harvest — total production 
will have diminished, and there will be some unemployed. If the 
group of savers continues every year to reduce its consumption, the 
impoverishment of the community will continue without limit. In 
this way saving will have led to disaster, under the cloak of virtue.^ 

There is nothing to be said against this reasoning — except that Keynes, 
by using the same word for both, is confusing ‘saving* with ‘hoarding.’ 
‘Saving,’ as we have said earlier, in conformity with the classical 
meaning of the word in the English econdtny — ^since adopted by all 
continental economists — is defined not as ‘non-expenditure’ but as 
expenditure of a special kind — ^the employment of income in the 
creation of new capital. Now, the saving of our banana-growers 
consists, it is true, in not consuming, but without employing in new produc* 
tion the income thus set free^ so the result will naturally be quite diffeirent. 
That hoarding reduces demand, no one will dispute. But (we may 
note in passing) it is difficult to sec any plausible motive in the action 
of Keynes’s banana-growers. If it was not to buy more bananas 
sooner ot later, or to increase the growing of bananas at once, what 
purpose could be served by their saving? Was it a mere display of 
asceticism? 

We can sec here the inconvenience of negative definitions. To 
define saving as ‘non-consumption’ is inadequate to denote the 
,^Donomic action we have in mind. For ‘not to consume’ income is 
^ A Treetisi m Mon^^ VoL 1 , p. 376. 
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necessarily to employ it ‘otherwise’ than in the purchase of consump- 
tion goods, and we must therefore say what ‘otherwise’ we are think- 
ing of. The sums that are ‘not consumed’ may be either destroyed or 
lost or hoarded or invested or used to pay debts. The more numerous 
the ways of using income the more will their effects on the general 
economy differ. In the traditional language of economics saving is 
identified with investment and distinguished from hoarding, and 
Keynes is here playing with words. 

In his more recent book he does not return to the example of the 
bananas. At the same time he abandons the idea that there can be 
any divergence in a community between saving and investment. On 
this divergence he had previously built up (by a curious union with 
Wicksell’s theories) the whole of his theory of price movements. Now 
he rejects it, and admits that by definition saving and investment are of 
necessity identical. But among the forms of investment he includes 
investment in money — i.e.y hoarding — so that the parable of the 
bananas remains incorporated in the system. 

None the less, his conception of saving is no longer entirely the 
same. Henceforth to save is no longer to reduce consumption; it is 
only to reduce the proportion of income that is spent in consumption. 
When income increases, he says, there is a tendency for the recipients 
to increase their consumption, but not to the extent of the whole increase 
of income* There is no absolute reduction of consumption, therefore, 
though in more than one place Keynes returns to his old formida. 
But the saved income grows proportionally faster tlian consumption 
as income increases. In cases of reduced income the opposite process 
takes place: the proportion saved falls as the reduction proceeds.^ 

Even if the proportion of increased income consumed to that which 
is saved remains equal to what it was before the income increased, the 

1 ‘*Wc take it as a fundamental psychological rule of any modem community that, 
when its real income is increased, it will not increase its consumption by an equal 
absolute amount, so that a greater absolute amoimt must be saved, unless a large and 
unusual change is occurring at the same time in other factors. . . . This means that, 
if employment and hence aggregate income increase, not all the additional employ- 
ment will be required to satisfy the needs of additional consumption. 

“On the other hand, a decline in income due to a decline in the level of employ- 
ment, if it goes far, may even cause consumption to exceed income not only by some 
individuals and institutions using up the financial reserves which they have accumu- 
lated in better times, but also by the Government, which will be liable, willingly or 
unwillingl)’, to run into a budgetary deficit or will provide unemployment relief, for 
example, out of borrowed money. Thus, when employment f^ls to a low level, 
aggregate consumption will decline by a smaller amount than that by which real 
income has dcclin^ . . . which is the explanation why a new position of equilibrium 
can usually be reached within a modest range of fluctuation*’ (pp. 97-98). See also 
the typical passages at p. 37 and especially pp. 
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absaluU amount saved will be greater, since the income is greater. 
Tluis “the larger our incomes, the greater, unfortunately, is the 
margin between our incomes and our consumption” (p. 105). The 
problem of finding an investment for savings, therefore, becomes more 
and more difficult as income increases and the community grows 
richer. If, however, no solution is found — t.^., if investments do not 
absorb savings (in other words, if hoarding takes place) — then the 
wnploymentoflabour will at once diminish. This means a reduction in 
the aggregate income of the community, an increase in unemployment, 
and so forth. Here again we may quote the actual words of Keynes: 

An act of individual saving means — so to speak — a decision not 
to have dinner to-day. But it does not necessitate a decision to have 
dinner or to buy a pair of boots a week hence or a year hence or to 
consume any specified thing at any specified date. Thus it depresses 
the business of preparing to-day’s dinner without stimulating the 
business of making ready for some future act of consumption. It is 
not a substitution of future consumption-demand for present 
consumption-demand, — ^it is a net diminution of such demand. . • . 
If saving consisted not merely in abstaining from present consump- 
tion but in placing simultaneously a specific order for future con- 
sumption, the effect might indeed be different. . . . The absurd, 
though almost universal, idea that an act of individual saving is just 
as gcxxl for effective demand as an act of individual consumption, 
has been fostered by the fallacy, much more specious than the 
conclusion derived from it, that an increased desire to hold wealth, 
being much the same thing as an increased desire to hold invest- 
ments, must, by increasing the demand for investments, provide a 
stimulus to their production; so that current investment is promoted 
by individual saving to the same extent as present consumption is 
diminished. It is of this fallacy that it is most difficult to disabuse 
men’s minds. . . . For this overlooks the fact that there is always an 
alternative to the ownership of real capital-assets, namely the owner- 
ship of money and debts (pp. 2 10-2 12). 

If this be admitted, the whole problem of maintaining a community 
in a state of full employment is, therefore, to find enough opportunities 
for the investment of the saved portion of income. For it is useless to 
try to influence saving itself, which is only a residue, the result of the 
public’s “tendency to consumption.” “Saving, in fact, is a mcire 
residual” (p. 64). What is necessary, then, is cither to increase 
comumption in order to reduce saving, or to find new openings for 
investment in order to absorb the savings. 

One otyecdon at once springs to mind. Why should an increase 
in consumption goods necessarily cause a fall in prices? Are there not 
periods of rinng prices despite a great increase of products, as, for 
instance, when production from gold-mines is in rapid progress? But, 
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says Keynes, the increase in incomes, and consequently in prices, that 
is due to the exploitation of gold-mines comes about simply because new 
workers are put to work in the gold-mines, and thus receive incomes 
and increase the general demand for products. This result might just 
as well be attained by a quite different method. For instance, 

If the Treasury were to fill old bottles with bank-notes, bury 
them at suitable depths in disused coal-mines which are then filled 
up to the surface with town rubbish, and leave it to private enterprise 
on well-tried principles of laissez-faire to dig the notes up again , . . 
there need be no more unemployment and, with the help of the 
repercussions, the real wealth of the community, and its capital 
wealth also, would probably become a good deal greater than it 
actually is. It would, indeed, be more sensible to build houses and 
the like; but if there are political or practical difficulties in the way 
of this, the above would be better than nothing. The analogy 
between this expedient and the gold-mines of the real world is com- 
plete. At periods when gold is available at suitable depths experience 
shows that the real wealth of the world increases rapidly; and when 
but little of it is available, our wealth suffers stagnation or decline. 
Thus gold-mines are of the greatest value and importance to 
civilization (pp. 1 29-130). 

If, then, the exploitation of gold-mines facilitates the raising of 
prices, it does so, according to Keynes, only by providing a supple- 
mentary source of labour. This is a strange thesis, not hitherto adopted 
by any economist, and it leads to the conclusion that any other kind 
of labour of equal amount, whether to provide necessaries or luxuries, 
would produce the same effect, so long as enough paper money is 
made to pay for it. The Egyptians invented the pyramid, and the 
Middle Ages the building of cathedrals. Only the modern age is too 
short-sighted to discover a way of utilizing the unemployed, providing 
them with incomes, and thus restoring general prosperity by the 
consumption of products. 

In default of this unproductive expenditure new investments must 
be found. But the richer we become the rarer become these openings 
for investment. “The greater . . . the consumption for which we have 
provided in advance, the more diflBicult it is to find something further 
to provide for in advance” to invest in) “and the greater our 
dependence on present consumption as a source of demand” (p, 105). 

Here we touch the weak spot in Keynes’s theory — 3. point of far 
greater importance than all the other objections often raised against 
it in matters of detail. It can be put briefly as the fear of the disap- 
pearance of openings for productive investment, the idea that the 
world, having made all possible inventions, wiU one day find tibat^ 



744 CONFLICTING THEORIES OF GRISES 

are no more discoveries to be made, and that when the entre- 
preneurs have exploited every conceivable opening they will be faced 
by a public no longer able to absorb their improved or increased 
products. Investment will cease when satisfaction is universal and all 
desires are met. 

Is this a real risk? Keynes is not the first to utter these fears. So 
far they have always been belied by facts. Every age has unwisely 
boasted that it has reached the height of human knowledge and 
attainments. Every age, enraptured with its own achievements, has 
had its enthusiasts to proclaim that the human race will go no farther. 
And every time the following age has proved it wrong. We speak 
constantly of the Industrial Revolution of the late eighteenth century, 
but since then that Revolution has never ceased. After steam came 
electricity as a motive force; after the railway came the motor-car 
and the aeroplane to take the lead in transport. Then, after the 
revolution in power and transport, has come the revolution in raw 
materials, with plastics replacing cotton, wool, silk, and wood, and 
cement superseding stone. After the revolution in industry have come 
the changes brought about in agriculture by the use of artificial 
fertilizers and the extraction of nitrogen from the air. Is it likely 
that these changes are at an end? Are science and invention on the 
verge of bankruptcy? Can we really believe this? On the contrary, 
what fnghtens industry is the rapidity with which new inventions 
follow one upon another, causing such swift obsolescence that the 
profits of a business are swallowed up by the need to provide for 
renewal of plant in a few years. Even if invention ceased, it would 
be a long time before inventions already made brought benefit to 
entire peoples still living in sordid poverty, and entire claves, even in 
rich countries, who have as yet no share in the progress of hygiene and 
general weU-being. There is a vast field open to enterprise here. 

Other economists have answered the same question by a profession 
of faith in precisely opposite terms. Among them are Marshall, in a 
celebrated passage, and more recently Snyder, who sings a hymn of 
praise to the might of invention and saving that have brought economic 
greatness to the United States. Divisia, in an eloquent chapter in his 
book on Saving, draws the same conclusion, and quite rightly regards 
the building of the Pyraimds^ on the one hand and the construction of 
machinery on the other as marking the essential difference between 

^ The Pyramids have aroused the enthusiasm of many recent writers, and not the 
least distinguished either. See, for instance, the Prqpos dUemmiqm of the philosopher 
Akin (Palis, i934)> F* whkh is a useful reminder to economists of the need for 
inodbny* ^ 
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ancient and modem civilizations. And Hayek, in his article on Saying 
in the American Encyclopaduii is of the same opinion. 

Keynes’s theory applies in principle to the general evolution of the 
economic system. But as it arose in connexion with an acute crisis, with 
whose circumstances the author was plainly preoccupied, it should 
also provide an explanation of crises. And here he does not intro- 
duce excessive saving, as might have been expected, but the sudden 
fall of profits.^ The essential character of the cycle, which is its 
regularity, is due, he says, to variations in the marginal efficiency of 
capital, or, as we should say, to the sudden fall of profits (pp. 313, 315). 
Hoarding does not arise till afterwards (p. 316). To remedy the 
crisis, then, it would apparently suffice to lower the rate of interest 
and thus supply the entrepreneur with new chances of profit. Unfor- 
txmately a reduction of the rate of interest, in face of what he calls 
“the uncontrollable and disobedient psychology of the business 
world,” is generally powerless to cause “the return of confidence • . , 
which is so insusceptible to control in an economy of individualistic 
capitalism” (p. 317). It will be useless, then, to reduce the rate of 
interest, for the pessimistic outlook of the entrepreneurs will make it 
impossible to persuade them to make new investments. 

The remedy will therefore lie in investments by the State, on the 
one hand — i.tf., public works that will give employment to the unem- 
ployed, thus increasing the incomes to be spent and helping to increase 
consumption — and, on the other hand, in measures aimed at the. 
direct increase of consumption. Here, after asserting that the sudden 
collapse of profits is the origin of the crisis, and having declared him- 
self not far from agreeing with the theory of over-investment, Keynes 
returns to the explanation by under-consumption. He differs only 
slightly from the under-consumption school, he says, and “I should 
readily concede that the wisest course is to advance on both fronts at 
once” (p. 325). 

But if it is so difficult to contend with a crisis when once it has 
started, would it not be possible to prevent it? Would it not be a good 
preventive to raise the rate of discount, which is always identified by 
Keynes with the rate of interest?* This also he considers inadvisable. 
When pessimism gives way to optimism in the minds of entrepreneurs^ 

^ Whence comes this fall of profits? From over-investment, says Keynes. But then, 
we may reply, you believe in the theory of over-investment, and it is not the lack of 
openings for investment that starts the fall. Undoubtedly, he replies (p. 320), I 
accept the theory, but only in this sense, that the entrepreneurs have made investments 
in the hope of a 6 per cent, yield, for example, and the actual yield is only 2 per cent. 
Hence arise disappointment, discouragement, and crisis. ^ 

’ This identification in English economic system is not accepted in Frendi 
political economy, and many continental econcunists do not accept it either. 



746 CONFLICTING THEORIES OF CRISES 

new investment must be encouraged. “ Thus the remedy for the boom 
is not a higher rate of interest but a lower rate of interest!” (p. 322). 
He recognizes, however, that in certain circumstances the raising of 
the rate may be the only method to employ.^ 

But although the reduction of the rate of interest provides new 
openings for entrepreneurs^ it also drives people to hoard their savings 
instead of investing them. What is to be done to prevent One of these 
effects counteracting the other? We should have to adopt a policy of 
a continuous fall in the rate of interest, for it is uncertadnty as to the 
later direction of the rate of interest rather than its actual level that 
leads to hoarding. At the same time we should increase the quantity 
of money, which is the best way of reducing the rate of interest.* 
Would not another solution be to reduce the cost of production by 
lowering wages? Keynes protests against such a suggestion, and makes 
a vigorous attack on Rueff and Robbins, though without naming 
them. The only purpose served by lowering wages, he says, is that 
by putting additional money into the hands of the entrepreneurs it 
makes the rate of interest fall and thereby increases the margin of 
possible profit. But there is a much simpler way of obtaining the same 
result: increasing the supply of money — and only a person who is at 
the same time “foolish,” “unjust,” and “inexperienced” would 
prefer the first method to the second.* 

Here is another suggestion: could not work be redistributed by 
.reducing the length of the working day and increasing the number of 
WOTkers employed? That is what the French working-classes demanded 
when they asked for a forty-hour week. Keynes does not favour this 
solution: “I see no sufficient reason for compelling those who would 
jH^fer more income to enjoy more leisure” (p. 326). 

Keynes concludes (p. 270) that the best plan would be the main- 
tenance of a stable level of money wages. Such a policy, he says, 
would work best in a closed economic system, but it is still advisable 
in an open system, provided that equilibrium of prices with the rest 
of the world can be secured by means of fluctuating exchanges. This 
applies particularly for short periods. With regard to long periods the 
question arises whether it is bettor to keep wages stable while letting 
{^ces fall, or, conversely, to keep prices stable while letting wages rise. 

* See p. 332 If. 

^ See pp* 167, 174, 234-236. I do not dwell on Keynes’s theory of interest, which 
teems to me a return to ideas that were definitely abandoned by the eighteenth century 
tmd Turgot in particular. The student should read again Turgot’s demonstration 
OmUxionSt para. 77), that abundance of money does not mean a reduction in the rate 
^interest 

* See 268-269. 
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“On the whole,’* he says, “my preference is for the latter alternative.** 
But as no essential point of principle is involved, he decides not to 
develop in detail the arguments on either side. 

We will not dwell on these suggestions, which seem so simple when 
thus formulated. Keynes was too experienced a man to be unaware 
himself of the enormous difficulties concealed under this apparent 
simplicity. We live not in a closed system, but in an open one. Each 
economy is affected by what happens in other rival economies, and a 
system of exchange variations adopted by one country might have 
violent repercussions and arouse the sharpest confficts, political as well 
as economic. The policy of ‘exchange dumping* during the years 
from 1930 to 1939 provoked the liveliest international animosities 
and led to reprisals everywhere. 

Keynes, on the other hand, speaks of the choice between a policy 
of wage stabilization and a policy of price stabilization as if it were 
easy to make, and as if States had not so far found it absolutely im- 
possible, despite aU their efforts, to keep either prices or wages stable. 
It is unwise to let the public think that the State has the means at its 
disposal to achieve such complicated ends. It Avas a soimd observa- 
tion by Mr Burgess, one of the directors of the Federal Bank of New 
York and closely associated with that bank’s efforts at stabilization, 
that the price-level has never varied so much as since attempts were 
made to control it.^ 

In short, the practical remedy proposed by Keynes, as at an earlier 
date by T. R. Malthus, resolves itself into the setting-up of public 
works, and to calculate its effects in reducing unemployment he has 
constructed a complete theory — that of the ‘multiplier* — ^which has 
failed to convince the British Government as well as the majority of 
economists. 

Compared with his theory of saving Keynes’s subsidiary theories 
are really only of secondary importance. We could go farther, and 
say that they are manifestly theories of circumstance, aimed at buttress- 
ing his main theme,* So we shall not deal with them here, but leave 
it to the reader to refer to them himself. The General Theory^ like the 
author’s earlier books, has given rise to very lively controversies. The 
best-known English economists, like Pigou and Hawtrey, have con- 
centrated on defining their attitude to certain aspects of the theory, 

^ See his pamphlet What About Mon^?y published in 194a by the National City 
Bank of New York. 

• Fot a criticism of these monetary ideas see Marget, Uu Theory of Prices {New 
York, 1938, 668 pp.), and Einaudi, Rwista di Storia Economical 4th year, No. 2^ Mia 
Moneta snbatorio di vedori e di altri problemi monetari. 
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and Keynes has replied to them, but it cannot be said that any really 
new ideas have emergai from the conflict. On the other hand we 
must pause for a moment to mention a couple of very important 
articles by the Swedish economist Ohlin, who, in connexion with 
these discussions, summed up in the Economic Journal^ some of the 
fundamental views of the Stockholm school on the subjects treated by 
Keynes and the methods of research that he advocates. These views 
were developed in connexion with the unemployment that began in 
Sweden, as elsewhere, after the 1930 crisis, and they contain several 
suggestions of great theoretical interest. We shall mention only the 
two that we consider particularly useful for analysing dynamic eco- 
nomic phenomena, a subject in which the Stockholm school is specially 
interested. 

First there is the very ingenious system of notation used by Ohlin to 
define on the one hand the different' elements in the income of a 
community, and on the other the different elements in its expendi- 
ture, whereby he expresses the equality of expenditure and income. I 
must refer the reader to the book itself, for it cannot be summarized 
more concisely than Ohlin has himself done. Starting from this nota- 
tion he concludes that by definition the saving and the investment of 
a community arc necessarily equal. 

But then, asks Ohlin, why should Keynes be so worried about how 
to get savings absorbed by investment, since by definition the two are 
identical? The reason is, he says, that Keynes has not sufficiently 
realized the importance of a distinction that is fundamental in the 
study of dynamic problems — the distinction between forecasts and 
realizations. Undoubtedly, say the Swedes, if we take up a prospective 
position there is no equality between the sums that some people wish 
to invest and those that others wish to save. But when they both 
prepare to realize their intentions, their very actions result afterwards^ 
through the machinery that they pift into operation, in the inevitable 
equality of savings and investments. And he proves it. In short, 
Ohlin reaches the conclusion that what Proudhon would have called 
the economic contradiction,” so brilliantly expounded by Keynes, 
does not exist. Keynes put the question wrongly, and Ohlin shows 
how it should be put and the consequences that follow from it. The 
same conclusions were arrived at by a more complicated method by 
another eminent member of the Swedish school, Lindhal, in his £tudes 
mr la Thiorie de la monnaie et du capital, translated into English in 1939. 

The theoretical solution given by the Swedish economists, and in 

^ See the first two numbers the Economic Jounud for 1937, Some Notes on the Stock- 
kdm Theory of Sornngs and Investment* 
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particular by Ohlin/ is at once simple and ingenious. It takes us back 
to the Classical conception of creative saving. It enriches economic 
science by views that are true and ingenious, and should be regarded 
as a precious acquisition. It differs in many respects from Kcynes*s 
views. Among other points, it rejects his conception of interest and 
his idea of the ‘multiplier,’ agreeing in this with Pigou and Hawtrey. 


VI: NEW CONCEPTION OF CRISES: HABERLER, FISHER, 
WESLEY MITCHELL, AND DIVISIA 

The contradictory views of economists as to the causes of crises and 
the remedies to be adopted have not added to the prestige of political 
economy among the general public. Some lay the blame on excessive 
saving, some on its insufficiency. For some the crisis arises from an 
unsellable surplus of consumable commodities; others think that these 
same commodities are insufficient at the moment when the crisis 
begins. There are some who propose to raise the discount rate when 
the crisis approaches, while others would lower it. Some consider 
savings fo be more plentiful when the depression is drawing to an 
end, others when the boom is at its height. Some demand a lowering 
of wages; others think that the object should be to stabilize them. How 
is it possible for statesmen responsible for taking decisions to find their 
way among conceptions and suggestions as varied as the economists 
whom they consult? 

In addition to this there are the mistaken forecasts that well-known 
specialists have permitted themselves to make. In the United States 

^ Ohlin’s reasoning may be summarized as follows. Obviously there is no equality 
at any given moment between the saving planned by the savers and the investments 
planned by the entrepreneurs. But actually, after the event, this equality must of necessity 
exist. T^e the following example. Suppose that at a given moment, at the end of a 
period of equality between ihvestment and consumption, the public decides to reduce 
its saving and increase its consumption by ten millions during the period lowing. 
Suppose on the other hand that the entrepreneurs decide to invest the same amounts 
as in the preceding period. There is then a margin of ten millions between the plans 
of the savers and those of the entrepreneurs. But what will happen? Owing to the 
demand created by the increase in consumption, the sales by retailers will go up by 
ten millions, but at the same time their stocks will diminish by a certain amount — say 
seven millions. The difference between the diminution in these stocks and the selling- 
price of ten millions represents the retailers* profits, say three millkms. These profits 
that have accrued to them, and that they have in hand at the end of the period, 
represent an wtforeseen saving. Total savings have therefore diminished by seven 
milhons only, not ten, and the investment that was planned to be ten millions is also 
diminished by the whole amount of the stocks (seven millions), and is thus reduced 
to three millions. So there b a real increase in saving of thr^ mUlions and a real 
increaiie in investment of three millions only. The two are therefore in equilibrtum. 
(Econmk Journal^ March 1937, pp. 65-66.) 
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such obvicmsly competent and undoubtedly honest men as Irving 
Fisher and C. E. Persons^ have more than once announced the end 
of a crisis just when it was beginning to grow worse. Is it surprising 
that the public should feel and express scepticism about so many 
theories and forecasts when they are falsified by facts? To them 
political economy was certainly only “ a poor little conjectural science,” 
as Renan said of history. “Economics,” said the philosopher Alain 
in 1934, “is still living in the age of the magicians whose magic book 
was solemnly read while things went on as best they could,”* Would 
it not be better, then, to appeal to common sense or follow the inspira- 
tion of daily necessity, than to trust such doubtful theories? The same 
scepticism has been felt by many economists,® and has shown itself 
in a new attitude towards such a complex phenomenon as a crisis. 

To begin with, are there actually general crises that recur at regular 
intervals? Is not this an illusion? Is there not rather in our economies 
a constant tendency, when a boom occurs in one part, for it to develop 
to a maximum? Success in one branch of industry encourages others, 
the banks increase their grants of credit, prices rise, and with them 
rises the confidence of other producers, and so on and so on. This 
general optimism then tends to exploit to the limit the possibilities of 
credit. It encourages savers to hand over their savings to the indus- 
trialists, which on the one hand increases indebtedness and on the 
other hand encourages less prudent or less competent entrepreneurs to 
launch out into new ventures. And at the same time the exploitation 
of sources of raw materials and the employment of labour are pushed 
to their extreme limits. In a word, the whole economic system is in 
a condition of combined prosperity and fragility. The slightest imprudence 
may then lead to a failure, or several failures, in one industry. Delay 
in the repayment of one debt may endanger one business, and by its 
repercussions a series of others. Some external event, such as a political 
crisis or the closing of a market, may have the same eflFect. Then 
credit, already extended to the utmost, becomes no longer so easily 
obtainable. The collapse of one bank may affect others by causing 
imeasiness to depositors, and the raising of the rate of discount may 
be enough to deprive other firms of their expected profits. To put it 
shortly, all the incidents inherent in normal economic life and easily 
remediable in ordinary circumstances may beccmie fatal to the economy in 
the prevailing state of tension. In the same way an accident or strain, 

^ Persom is the author of a book called Forecasting Business Cycles (New York, 1931)9 
md has long been in charge d the economic observatkm service of Harvard Univ^ty. 

® Alain, Propos ddconomique, p. 80. 

® An £^ll^ economist, Mrs Barbara Woottem, has given utterance to this dis- 
appointment in Lament/or Econmics, published in 1938 (Allen and Unwin). 
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over which the human organism would easily triumph when healthy, 
may bring on a serious illness when it is already overworked. It is 
then the condition of the background or theatre of operations that 
must be considered as the cause. 

This fragility of the economic system may be confined to a single 
country or may occur at the same time in several countries, but it 
must exist at a certain moment in every period of prosperity. This 
is the moment when the entire range of economic resources, including 
credit, has been made use of to the highest point, when many businesses 
have contracted debts, and when, therefore, the stoppage of payment 
by a single debtor puts all the rest in a difficult position, and, finally, 
when the quality of the new entrepreneurs has deteriorated and indi- 
vidual errors of judgment grow more numerous. The elasticity of the 
economy, if the term may be used, has diminished, and before making 
a new advance it has to store up a fresh supply. 

What we call a crisis merely expresses in this case the impossibility 
of an economy to progress indefinitely to the same rhythm, from the 
very fact that the volume of productive forces, labour, and credit is 
limited. There is no ‘cycle’ in the strict sense, no regular periodicity, 
for crises can be separated by different intervals and arise from circum- 
stances of the greatest variety. They result simply from a kind of 
breathlessness in the economic system, in consequence of the inevitable 
tendency of economic activity to quicken its pace when it is successful, 
so that it must needs stop to take breath. But these stoppages make 
little interruption in the generatl line of progress. Thus Carl Snyder 
was able to show that crises marked on a secular curve of production 
appear as insignificant breaks in the upward curve. 

Such is the conception arrived at by some of the economists who 
have given the most careful study to the subject of crises. It is the one 
that Haberler offers us as the conclusion of his noteworthy investiga- 
tion of the different theories of crises, supported by an extremely pene- 
trating analysis. The breakdown of a particular industry, he says, 
may very well cause at least a temporary breakdown in total demand 
below the level at which it would otherwise have -stood. Whether or 
not this will start a process of contraction depends first on the scale 
of the trouble and then on the general situation. If a general expansion 
is taking place and has not yet lost its impetus, then the trouble may 
be got over, if it is not too great. But if the process of expansion has 
already lost its impetus, the economic system will be vulnerable and 
may easily' be precipitated into a general proce^ of contraction. 

Thfa is the conviction also of Irving Fisher. “ TTie old and apparently 
still persistent notion of the business cycle,” he says, 
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as a single, simple, self-generating cycle (analogous to that* of a 
pendulum swinging under influence of the single force of gravity) 
and as actually realized historically in regularly recurring crises, is 
a myth. Instead of one force there are many forces. Specifically, 
instead of one cycle, there are many co-existing cycles, constantly 
aggravating or neutralizing each other, as well as co-existing with 
many non-cyclical forces. In other words, while a cycle, conceived 
as a fact^ or historical event, is non-existent, there are always in- 
numerable cycles, long and short, big and little, conceived as 
tendencies (as well as numerous non-cyclical tendencies), any histori- 
cal event being the resultant of all the tendencies then at work. Any 
one cycle, however perfect and like a sine curve it may tend to be, 
is sure to be interfered with by other tendencies.^ 

Fisher compares a crisis to what happens when a ship capsizes 
which in ordinary circumstances is always near to stable equilibrium, 
but which, after heeling over beyond a certain angle, loses its tendency 
to return to equilibrium and tends instead to depart from it. 

In France similar ideas have been expressed by Divisia.^ It is 
apparently the view also of an American writer whose name is asso- 
ciated with every investigation of these ‘cycles’ for the last twenty-five 
years, and who has brought to their study not only infinite patience 
in detailed research but an exceptional perspicacity and flair in econo- 
mic matters — Wesley Mitchell. In his view there is nothing patho- 
logical or mysterious in the process of expansion when an economy is 
progressing, for each step forward in one branch of activity promotes 
the progress of others.® But how are all these advances to be kept in 

^ Irving Fisher, in Econometrica, October 1933, p. 338. 

* “Economic crises appear to be an oscillatory phenomenon of adaptation. We 
come across crises of over-production in the whole of industry, where production has 
to adapt itself to a rapid change in demand, and more generally in cases where the 
entrepreneurs make too many wrong forecasts. We abo meet with crises, more or less 
general, on the occasion of every phenomenon of adaptation, when economic equilibria, 
like all equilibria, find expression in unstable reality, not in an immobility incompatible 
with life, but in oscillations — ^not necessarily sinusoidal — around the position of 
theoretical equilibrium. General crises may be considered to arise from a synchroniza- 
tion of all these movements, and each of them may have its own characteristic features 
SK^rdiM to which of the movements preponderates and comes first.” (Divisia, 
Ceurs eTEconomie politique et sodaUt p« 183.) 

• “Neither business history nor business statistics supports the view that the decisive 
break always comes about in the same way. The sequence in which different time 
series reach their highest points and turn down varies fh>m recession to recession. 
Usually several stresses seem to be accumulating during a period of expansion, and 
the only question is which will overtax the factors of safety first. Random influences, 
such as harvest fluctuations, business conditions in foreign countries, the pet miscalcula- 
tions the day and the like, seem to exercise a considerable influence upon that 
event And there seem to be secular changes in the character of expansions and 
recessions. . . . But the fundamental difficulty remains of keeping all the important 
processes <^a business economy duly adjusted to each other in a period when all are 
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line with each other? There will inevitably be errors of adaptation 
in one branch or another, and at the point of tension reached by the 
different series a single error is enough to have repercussions on all 
the others. 

Presented in this form the theory of crises has many advantages. 
To begin with, it avoids all recourse, as Mitchell says, to mysterious 
explanations. There is no one cause of crises, but a group of phenomena 
which by their juxtaposition and superposition result in a crisis. We 
shall not place the blame specially on under-consumption or credit 
expansion or saving, but shall examine how consumption, production, 
credit, and saving in certain conditions eventually set up tensions which 
may be transformed by an accident or an incident into ruptures. 

For instance, the old and too long undecided controversy between 
the notions of a general and a generalized crisis disappears. No one 
to-day — or hardly anyone — believes in the general crisis. Every one 
agrees in recognizing that at a given moment a cumulative process 
begins, either of a rise or a fall in prices. Its starting-point may vary 
greatly in different crises. The real problem lies in finding in what way 
it spreads gradually through the national and international economy 
until it gives the impression of a general crisis. J. B. Say’s old formula 
that he thought would banish the crisis bogy, “products are bought 
with products,” still remains true as a generalization, but has no 
longer any but the most distant connexion with the phenomenon 
under discussion. 

If we adopt the view described above we shall understand, too, 
why crises are either strengthened or mitigated by such extemad 
circumstances as the increased or reduced exploitation of gold-mines, 
or one of those drastic price readjustments that take place after a 
long war, during which goods have become scarce while monetary 
supplies have increased. We can understand also why there are , so 
many circumstances that provoke a crisis or start a new boom after a 
depression. As it is a matter of a certain state of the economic system, 
this can be modified for the better or for the worse by any circumstance 
\diatever that serves to increase profits or to reduce them, as the case 
may be. So also no one will expect the duration of these cycles to be 
uniform. Sometimes they are close together, sometimes far apart, 
precisely because they do not originate in any one definite cause so’ 
that the rhythm of their development can be determined in advance. 

In conclusion, this conception opens up a vast field of work in 
the historical and statistical observation of crises. The economist fa 

esqsanding.*’ (Wesley G. Mitchell, article Business Cjcies in Encychfusdia of the Social 
Scienees, ,Val. III.) . , y , 



GONFLIGTINO THEORIES OF CRISES 


754 

utidoubtcdly free to make the most varied assumptions as to the relative 
importaiR^ of the essential factors that cause them^ but his first task 
is to follow the fluctuations of the different elements — ^price, rate of 
interest, production of the principal kinds of goods, saving, and so 
forth — which taken altogether will at a given moment start the crisis. 
It is on the observation of these different ‘series* that the explanation 
each particular crisis will depend. A study will be made on the 
one hand of the order in which the highest points of each series follow 
each other, and on the other hand of the tensions that appear between 
one series and another. Many interesting hypotheses have already 
been suggested. It has been thought, for instance, that there is a 
regular order of succession between these highest points, that, say, the 
fidl in stock-exchange securities precedes the fall in the other elements. 
But there does not seem to be any absolute regularity there. In the 
matter of tensions, certain characteristic phenomena have been 
observed, such as the divergence between the discount rate and the 
interest rate, the former generally exceeding the latter on the eve of a 
crisis, and falling below it when the crisis has begun. 

However, if there is approximate agreement as to the cumulative 
processes of boom and depression, it is the critical points that particu- 
larly attract the attention of observers and investigators. What are 
the incidents that start a boom or a crisis, and what is the situation of 
the economic system at the moment when this happens? 

If we succeeded in answering this double question from observation, 
we should have a means of revealing the approach of the crisis and 
perhaps of foreseeing it. This would be the most satisfactory confirma- 
tion of the investigations that are being carried on in so many different 
directions. But the real difficulty lies in joining together the whole 
of the elements that play their part in starting or prolonging a 
crisis. This is an extremely hard task. The points of tension are so 
numerous, sometimes so distant firom each other — even geographi- 
cally — that it is difficult for a single observer to have the whole of 
them under his notice. It might have been thought in the United 
States, for instance, that the crisis of 1929 was almost overcome when 
a great storm was brewing in C3entral Europe that was to cause wide- 
ipread bankruptcies in Austria and Germany and make the crisis 
leap ovar to England and the United States without anyone seeing 
die storm-clouds piling up. 

AxkI so, little by little, a con<^tion has emerged that has already 
invalidated more than one ancient controversy. The new method, 
instead of what might he the mechanism of crises, seeks to 

observe vhat they luwe actually been. Not that this observation — which 
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began long ago— is sufficient by itself to explain them, but the perfect* 
ing of this method is the essential condition for foreseeing than and 
dealing with them, and already it has produced results that are &r 
from negligible. 

The two volumes of the Dutch economist Tinbergen entitled 
Vitiation statistique des ihiories des cycles iconomiques^ published in 1939 
by the League of Nations as a supplement to Haberler’s report, are 
typical of the kind of investigation that can be used for this purpose.^ 
Making use of the statistical method of multiple correlation the author 
seeks to discover what influence has been exerted in the United States 
during a certain number of years on the other elements of the system 
by the factors regarded as ‘causes’ by the principal crisis theories. He 
obtains as many equations as variables calling for explanation, and is 
then in a position to see whether the sum total of the influences thus 
discovered can result in a ‘cycle.’ As a matter of fact, however, the 
positive conclusions he reaches are a little deceptive. Such a method 
is obviously one of the most complicated to handle. It assumes an 
abimdance of statistical information which in many cases is still lack- 
ing. It also involves the preliminary construction of a system of 
‘norms’ of progress for the elements of an economic system,* enabling 
us to realize at each moment the divergences from this norm of such 
and such an element in the system. It presupposes the assistance of 
regular economic laboratories like those that have now been set up 
in most countries, which have already done much, if not in foreseeing 
crises, at least in discovering important relations between the different 
factors in operation. Despite all obstacles it is evidently in this direc- 
tion that the explanation of crises stands most chance of making 
progress. 

VII; FRANgOIS SIMIAND AND LONG-TERM PRICE 
ALTERNATIONS 

In economic history there are not only relatively short ‘cyclical 
crises,’ but also long alternating periods of rising and falling prices, 
interrupted by shorter cyclical crises but not mingling with them. To 
these long periods and their alternations Fran9ois Simiand has devoted 
his researches. He has brought to the task a measure of statistical 
and historical learning and a concern for scrupulous objectivity that 

^ See also his Les fondemnUs mathimtiques dt la Stabilisation du momment des offmm 
(Hermann, Paris, 1938). 

s Cff, the work cd Dierterien, Les Names Amondques, published in 1944 by the 
Institut Scientifique de recherches ^onomiques (Sircy, Paris, 1944),* i 
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give a mcmumental quality to his works and acxount for the great 
influence he has exercised in France over a whole generation of investi- 
gators. His conclusions have a direct bearing on the theory of crises. 
Between the features of what Simiand calls Phase A (prolonged periods 
of rising prices) and Phase B (prolonged periods of falling prices) on the 
one hand, and the phenomena peculiar to the shorter phases of boom 
and depression on the other, there are striking resemblances. 

According to Simiand the union of these two phases, A and B, is 
the essential feature of economic progress, and they are both indis- 
pensable to that progress. Their alternation is the means by which it 
is accomplished. Simiand almost regards this alternation as an 
organic rhythm in economic life and a condition necessary to its 
development. If it was desired to ‘direct* the economic system, he 
says, it would be necessary to concentrate on systematically reproducing 
the alternation of these phases by using artificial monetary means for 
that purpose. No other economist had hitherto propounded a thesis 
like this. To them economic prepress seems to result from technical 
causes, such as scientific discoveries and progress in means of transport, 
which are ‘external’ to the behaviour of prices, and they think that 
this progress can be just as well accomplished with stable prices as with 
those that rise or fall. Long-term price movements are in their view 
the effect of accidental circumstances, such as greater or less activity 
in the production of the precious metals or of goods. Most of them 
even assert (with perhaps excessive assurance) that the greatest 
possible stability of pric^ is the object to be pursued.^ 

Simiand takes up quite a different position, unlike that of almost 
every one else. Hus gives his doctrine a marked originality, besides 
investing his intellectual personality with a kind of austere isolation, 
deliberately accentuated by a literary style that often disconcerts the 
reader by its lack of polish. 

Phase A is characterized by a general rise in incomes, profits as well 
as wages, and great economic activity. Now, when the fall begins and 
Phase B commences, k general effort is made by entrepreneurs and 
workers alike to keep their incomes at the same level, as they do not 
wish to lose the benefit of them. This starts the era of great technical 
Improvements and their general extension, and thus the economic 
system progresses. Here me his own words: 

Being unable to increase his unit profit on reduced production, 

and even to maintain it with certainty at the same rate, and in any 

^ It is true that, in the opinion of an American economist more closely concerned 
tlm any ether irith these attempts, the means proposed for attaining this end have 
hardfy hem siiwcesshil yet. 
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case seeing the unit amount diminishing in proportion to the fell in 
prices, the producer, while doing his best to defend it, both in rate 
and in total amount, will at least (and even more so) defend his profit 
per head or per contract^ by increasing the quantities that will have to 
bear this reduced or limited unit profit. Such a phase seems marked 
by a development of economic organization, by effort and progress 
in technique, by the development of mechanization, intensive rather 
than extensive, and by a definitely faster increase in quantities — 
after the initial period of stoppage has passed — than the phase of 
monetary expansion. It may be noted in passing that this orienta- 
tion of production will in such a phase require a still more rapid 
development of industries concerned with the means or agents of 
the increased and mechanized production, such as the iron and 
mineral industries.^ 

But what is the origin of Phases A and B? What is the motive power 
that sometimes raises the general price-level, and sometimes checks 
the rise and causes a fall to follow? After long investigations and 
detailed study of the curves of prices and production of the precious 
metals and paper money, Simiand comes to a very clear conclusion, 
that the origin of these movements is entirely monetary. The origin 
of Phase A is to be found in the increase of supplies of money, either 
from increased yield of gold- or silver-mines or from the manufacture 
of paper money, while the restriction or slackening of the production 
of money is the origin of Phase B. The succession of these phases 
between 1815 and 1914 is clearly connected with the production of 
the precious metals. First there is a general fall between 1815 and 
1850, then between 1850 and 1873 ^ recovery started by the discovery 
of the mines of California and Australia, next a new period of felling 
prices from 1873 to 1895, corresponding to a period of stationary pro- 
duction, and finally a period of rising prices from 1895 to 1929, started 
originally by the enormous production of the Transvaal mines and then 
maintained by the universal issue of paper money duimg the First 
World War. 

This explanation is valid for long-term phases, but is it equally so 
for the cyclical crises that occur in A and B periods alike? Simiand 
has not asked himself this question. His investigations arc not con- 
cerned with cyclical phases. But we should hardly go wrong in think- 
ing that for them too he would accept a monetary explanation — for 
instance, by substituting increase of credit for the production of the 
mines. 

One question at once arises: does the succession of Phases A and 
B obey any organic necessity? Are they produced in virtue <£ a 

1 See. pp. 462 ff* of Voi. If of his i> Sidaire, ViwhtHm socude et la mmude {Akaa, 
Paris, 1932). 
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determinism like that which has been thought to determine the cyclical 
phases of boom and slump? In other worii, is there a periodicity of 
phases like the alleged regular periodicity of cyclical movements? 
To this question Simiand gives only an evasive reply. Undoubtedly 
the occurrence of a B phase after an A phase seems almost inevitable. 
But why should a phase of rising prices or of greater creation of money 
be conditioned by an economic necessity? Without excluding all idea 
of organically necessary periodicity he yet hesitates to af&rm it. Still 
less does he attempt to describe the mechanism by which this periodi- 
city would be produced.^ Moreover, he adds, this question of periodi- 
city loses interest if it is admitted that a voluntary increase of paper 
money may produce the same effects as an accidental increase of the 
precious metals. On this point, again, our author does not go into 
smy detail. He only admits the possibility of what he calls a managed 
monetary function capable of bringing about the alternation of Phases 
A and B,*** 

Many objections arise here, for it seems difficult to attribute the 
succession of Phases A and B to any other causes than historical circum- 
stances that are largely accidental. There seems to be no feature 
miggesting the operation of any mechanism connected with strictly 
economic development. The discovery of the Australian and Cali- 
fornian gold-mines in the middle of last century, like the discovery 
and exploitation of the Transvaal mines at the end of the century, was 
due, if not to pure chance, at any rate to geographical or technical 
discoveries independent of economic evolution. The most that can 
be admitted is that the general fall in prices that follows a slackening 
in the production of gold tends to restore its activity by reducing the 
costs of production of the precious metal and stimulating the search 
dther for new deposits or for new methods of exploiting existing ones. 
As for the idea that the spontaneous alternation of Phases A and B 
can be imitated by the ‘rational’ manufacture of paper money, this 
has no support from experience, and, even assuming it to be established, 
it would still have to be shown that the manufacture of paper money 
€m be rationalized. The typical features of booms and slumps caused 

^ this [the increase in the precious metals] due originally to pure physical chance 
in some form or other? There is no doubt that the discovery of these valuable deposits, 
and their efficient and increasing exploitation, have shown no more regularity or 
dq>endence on gmtnd antecedents in the realm of any science than has their limita- 
tion. It appears, however, that since a fixed and regular periodicity is by no means 
necessary fiar such antecedents and consequences, the possibility of the recurrence of 
these altemadons is likely and even probid^le. Or, again, diere may be some other 
diange in the quantities of the precious metab, through tl:^ progress already realized 
in certain sdences.’* (Simiand, sU,y Vol. II, p. 525.} 

p. 526. 
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by the manufactiire of paper money are certainly connected in some 
aspects with those that follow the discovery of new metallic deposits, 
but they differ from them so radically in other aspects (especially in 
the fact that the issue of paper money is a national matter whereas 
the increase of metallic money is an international phenomenon) that 
as things arc at present it is impossible to identify the two things 
‘rationally.’ 

Simiand has made a very interesting application of his theory to 
the world crisis of 1930.^ In his view this was not an ordinary cyclical 
crises, but the starting-point of a B phase succeeding an A phase 
which began about 1895 and continued till about 1929, for Simiand 
refuses to distinguish the rise in prices due to paper money from the 
preceding rise due to the influx of gold from the Transvaal. So the 
1930 crisis and the depression that followed were merely manifesta- 
tions of the normal reversal of the trend of economic activity after a 
long period of rising prices. This interpretation is noteworthy, because 
it shows that to Simiand the 1930 crisis was not the ordinary kind of 
crisis but was superadded to a spontaneous long-term price movement. 
This view is, of course, shared by many economists. But Simiand does 
not regard this reversal as a result of the financial policy of the belli- 
gerents* — a result that appears after every long and widespread conflict 
— but only as the normal arrival of a B phase succeeding by force of 
circumstances a preceding A phase. Recalling the statement that — 
quite rightly, in our view — the 1930 crisis was a unique phenomenon, 
we are a little surprised that Simiand is unwilling, despite so much 
evidence from experience, to see in it the inevitable repercussion rf 
war-time financial policies. Moreover, it may quite well be — ^and we 
have ourself maintained this thesis* — that the 1930 crisis was both the 
beginning of one of these customary reversals of price movements at 
the end of a period of increase in gold supplies and the effect of an 
excessive rise in prices due to the financing of the war. The 1930 
crisis would in this case show the combined effects of all the circum- 
stances making for a fall in prices, and this would explain its excep- 
tional virulence. 

Simiand’s researches remain, therefore, of very great value as a 
description of important economic phenomena. They reveal once 
more the attention given by twentieth-century economists to the dynamic 
aspect of economic phenomena. On the other hand they throw no 

^ In a little hook entitled L 4 S FhtetuaHons kmimiques d im^pModt et la crise mondiak 
(Paris, 193a). 

* FktetuaHofts, etc., p. 88. 

* See our pamphlet IntafriMm de la chute des prix depms (Sirey, Paris, 1930)* 
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light at all on the mechanism or mode of operation of crises in the 
strict sense. In short, what Simiand’s investigations have resulted in 
k a new verification of the quantity theory of money. The psycho- 
logical reactions rcsp>onsible for the fact that a new supply of the 
money material or a diminution in its creation affects production and 
prices are set by him in the clearest light. What Simiand tells us about 
k the human deckions that result fi’om these increases and restrictions, 
and he thereby confirms a thcsk that Classical economkts have 
affirmed, though with less detail and scientific minuteness, in every 
age. But he has added some original views, and buttresses the whole 
by a wealth of arguments and harmonizing facts not previously met 
with.^ 

Just as thk book was going to press there appeared a very important 
work by Professor Dupriez, of Louvain, on the same subject as that 
dealt with by Simiand. It k entitled Des Motwements iconomiqtus 
gfndraux (Louvain, 1947, 2 vols.). In it all the economic phenomena 
discussed in thk chapter are subjected to searching examination from 
the point of view of Walras’s theory of interdependence, and the 
author associates himself in many ways with the ideas set forth in our 
Section VI. 

All the theories examined in thk chapter constitute a great effort 
at formulating a dynamic theory of economic phenomena. More or 
less regular cyclical movements, great rises and falls in prices due to 
paper money, movements up and down, depending sometimes on the 
production of the precious metak and sometimes on the extent of 
technical progress or the abundance of production — these things have 
been sifted by the authors mentioned in this chapter with a view to 
describing the mechanism by 'which these movements arc brought 
about. The difficulty of the problem k shown by the very number of 
the invesdgations that have been undertaken, and the variety of the 
points of view that have been suggested for the subject by these 
dktingukhed thinkers. 

The result of thk enormous amount of work k by no means insignifi* 
cant. Views are more and more plainly emerging which, when the 
dust of conflict has cleared away, will survive and remain. In thk 
rmpect the work of the Swedkh school, especially when made more 
accessible in translations to a wider public, will appear particularly 
useful and new. Without upsetting the notions that form the fotmda* 

diorait|3^ discimioii of Simkiid’s methods and results will be found in an article 
by CSiaries Idoraz^ Etsm sur ta mithodi di F, Simimd, HiMn d*m 4^ 
d^kimm mrisfcj I and II^ Paris, 1942). 
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tion of theories of equilibrium, and while still keeping in close contact 
with facts, the Swedish theories provide patiently worked-out {dans, 
better adapted than the older ones to a variety of situations. It is on 
the lines traced out by these economists, and those on which certain 
American and continental authors are engaged, that we may hope to 
see established a theory more accessible to all, and more capable of 
supporting practical solutions. The danger to be avoided lies in the 
academic subtleties and controversies about ill-defined terms that have 
spread regrettably in some countries. They have been righdy 
denounced^ by a clever English economist, D. H. Robertson.* The 
true path for political economy to follow remains always the faithful 
comparison of well-observed facts with theoretical constructions wide 
enough to take account of all these facts and not only of those that 
arc peculiar to this country or that, as has too often happened since 
the First World War. 


CONCLUSION • 

Can a history of economic doctrines really be said to have a con- 
clusion? 

It is obviously impossible to regard the history of any science as 
complete so long as that science itself is not definitely constituted. 
This applies to all sciences alike, even to the more advanced — ^physics, 
chemistry, and mathematics, for example, all of which are continuously 
undergoing some modification, abandoning in the course of their 
progress certain conceptions that were formerly regarded as useful, 
but which now appear antiquated, and adopting others which, if not 
entirely new, are at least more comprehensive and more fruitful. 
And not only is this true of individual sciences, but it is equally true 
of the very conception of science itself. Progress in the sciences in- 
volves a modification of our ideas concerning science. The savant, 
as of yore, is engaged in the pursuit of truth, but the conception of 
sdentific truth in the twentieth century is not what it was in the 
nineteenth century, and everything points to still further modificaticnis 

^ At a conference of the Manchester PoKtical Economy Society. 

•We are sorry we have been unaUe to give an account of the. wiidngs oi 
aiimirabie economist who has put forward many interesting ideas, espedaUy in 
connexion with the theory of saving. Unfortunately circumstances have prevent^ a 
leHteadiag of Robetlson’s books, which we have be^ unid^ to procure. 
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of that conception in the future. It is scarcely to be expected that 
political economy, which is still a young science hardly out of its 
swaddling-clothes, will prove itself less mutable than the sciences 
already mentioned. All that the historian is permitted to do is to point 
to the distance already traversed, without pretending to be able to 
guess the character of the road that still remains to be covered. His 
object must be to appreciate the nature of the tasks that now await 
the economist, and for this his study of the efforts put forth in the past, 
to which the preceding chapters bear record, should prove of some 
asdstance. 

A simple analogy will perhaps help us to gauge the kind of im- 
pression left upon us by a study of almost two centuries of economic 
ideas. Imagine ourselves looking at a fan spread out in front of m. 
At the handle the separate radii are so closely packed together that 
they appear to form a single block. But as the eye travels towards 
the circumference the branches gradually separate from one another 
until they finally assume quite divergent positions. But their separa- 
tion is not complete, and the more they are spread out the easier it is 
to detect the presence of the tissue that forms a common bond between 
the various sections of the fan and constitutes the basis of a new unity 
which is quite as powerful, if not perhaps moi;^ so, than the unity 
vdiich results from their superposition at the base. 

So it was with the Physiocrats, and still more with Adam Smith, 
whose theory of political economy was a doctrine of such beautiful 
dmplicity that the human mind could grasp it at a single glance. 
But as time went on and the science progressed it was realized that 
the unity which characterized it at first was more apparent than real. 
The contradictory theories which Smith had seemed able to reconcile 
gave rise to new currents of thought, which tended to drift farther 
and fiurther apart as they assumed a greater degree of independence. 
CSonflicting theories of distribution and of value began to take the 
field, and quarrels arose over the relative merits of the abstract and 
the historical method, or the claims of society and the rights of the 
individual. 

With a view to self-defence, each of these schools took its own par- 
ticular path, which it followed with varied forUme, including not a few 
setbacks. Each of them also surrormded itself with a network of 
observations and inductions, thus bringing into the common fund a 
wealth of new truths and useful conclurions. This has resulted in the 
gradual development, around each great body of economic thought, 
ci a layer that grows ever tougher and more extensive, forming as 
it were a common stock of scientific knowledge, beneath which may 
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Still be seen the salient features of the main doctrines. Eventually 
there comes a time when what we see is no longer the sticks of the 
fan but the common tissue in which, at the circumference, these 
sticks disappear. In other words, the sum total of acquired truths is 
the only legacy left us by the various systems of the past, and this is 
the only thing that interests us to-day. 

Hence one result of so much discussion and polemical warfare has 
been the discovery ot some common ground upon which ail economists, 
whatever their social and political aspirations, can meet. This com- 
mon ground is the domain of economic science — a science that is 
concerned, not with the presentation of what ought to be, but with 
the explanation and the thorough understanding of what actually 
exists. The superiority of a theory is measured solely by its explana- 
tory power. It matters little whether its author be Interventiomst or 
Liberal, Protectionist or Free Trader, Socialist or Individualist — 
every one must necessarily bow before an exact observation or a 
scientific explanation. 

But while these divergent schools tend to be lost in the unity of a 
more fully comprehended science, we see the emergence of other 
divisions, less scientific perhaps, but much more fertile so far as the 
progress of the science itself is concerned. It seems as if a new 
kind of fen arrangement were making its appearance underneath the 
old. 

This is obviously the case with regard to method, for example, 
where the separation between pure and descriptive economics, or 
between the theoretical systematization and the mere observation of 
concrete phenomena, is becoming very pronounced. Both kinds of 
research are equally necessary, and demand diiferent mental qualities 
which are very seldom found combined in the same person. Economic 
science, however, cannot afford to dispense either with theory or 
oteervation. The desire to seize hold of the chain of economic 
phenomena and to unravel its secret connexions is as strong as ever it 
was. On the other hand, in view of the transformation and the daily 
modifications which industry everywhere seems to be undergoing, it 
is useless to imagine that we can dispense with the task of observing 
and describing these. The two methods arc developing and progress- 
ing tc^ether, and the violent quanrels as to thdr respective mmts 
appear to be definitely laid at rest. 

Accordingly what we find is a segmentation of ccx>nomic science into 
a number of distinct sciences, each of which tends to become more or 
less autonomous. Such separation does not necessarily imply a cem- 
flkt of opinion, but is simply the outcome of div^on d* labour^ At 
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the outset of its career the whole of political economy was included 
within the compass of one or two volumes, and all those facts and 
theories of which an economist was supposed to have special know- 
ledge were, according to Say and his disciples, easily grouped under 
the three heads of Production, Consumption, and Distribution. But 
since then the science has been broken up into a number of distinct 
branches. The term ‘physics,’ which was formerly employed as a 
name for one of the exact sciences, is just now little better than a 
ccrflectivc name used to designate a number of special sciences, such 
as electricity, optics, etc., each of which might claim the lifelong 
devotion of the student. Similarly ‘political economy’ has just become 
a vague but useful term to denote a number of studies which often 
differ widely from one another. The theory of prices and the theory 
of distribution have undergone such modifications as entitle them to 
be regarded as separate studies. Social economics has carved out a 
domain of its own and is now leading a separate existence, the theory 
of population has assumed the dimensions of a special science known 
as demography, and the theory of taxation is now known as the science 
of finance. Statistics, occupying the borderland of these various 
sciences, has its own peculiar method of procedure. Descriptions of 
the commercial and industrial mechanism of banks and exchanges, 
the classification of the forms of industry and the study of its trans- 
formations are related to political economy much as zoology, descrip- 
tive botany, and morphology are related to the science of natural 
history. And although a different name must not always be taken as 
evidence of a different science, there is little doubt about the existence 
of the separate sciences already enumerated. The difficulty rather is 
to grasp the connexion between them and to realize the nature of that 
fundam^tal unity which binds them all together. 

But there still remains a wide region over the whole of which 
divergences exist and conflicts continue, and where, moreover, they 
will probably never cease. This is the realm of social and political 
economics. 

Despite the gradual rise of a consensus of scientific opinion among 
econon^ts, the divergences concerning the object that should be 
pursued and the means employed to achieve that end are as pronoimced 
as ever. Each of the chief doctrines of which we have given an exposi- 
tion in the course of this work has its body of representatives. Liberals, 
Communists, Interventionists, State and Christian Socialists continue 
to preach their differing ideals and to advocate different methods of 
procedure. On the question of the science itself, however, they are 
alltmited* Hre arguments upon which diey base their cemtentions are 
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largely borrowed from sources other than scientific. Moral and 
religious beliefs, political or social convictions, individual preference 
or sentiment, personal experience or interest — ^these are among the 
considerations determining the orientation of each. The earlier half 
of the nineteenth century witnessed the science of political economy 
making common cause with one particular doctrine, namely. Liberal- 
ism. The alliance proved most unfortunate. The time when economic 
doctrines were expected to lend support to some given policy is for 
ever gone by. But the lesson has not been lost, and everybody realizes 
that nothing could be more dangerous for the development of the 
science than to link its teaching to the tenets of some particular school. 
At the same time the science might conceivably furnish valuable in- 
formation to the j>olitician by enabling him to foresee the results of 
such and such a measure; and it is to be hoped that such predictions, 
all too uncertain as yet, may, accordingly, become more precise in 
the future. 

We cannot, then, suppose that the various currents of opinion to-day 
known as Liberalism, Socialism, Solidarism, Syndicalism, and Anarch- 
ism are likely to disappear in the immediate future. They may be 
given other names, perhaps, but they will always continue to exist 
in some form or other, simply because they correspond to some pro- 
found tendency in human nature or to certain permanent collective 
interests which alternately sway mankind. 

We cannot pretend to regret this. Uniformity of belief is an illusory 
ideal, and from a purely practical point of view we should be sorry to 
see the day when there will be no conflict of opinion even about those 
causes or those methods which we hold most dear. Intolerance is the 
least effective form of propaganda, and we will end with the words of 
the old German writer, Jean Paul Richter, that Sainte-Beuve was so 
fond of quoting: ‘‘Without liberty the human spirit is like a bell 
standing on the ground; if it is to ring it must move freely in the air.” 
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A]:^rentices, statute of, 113, 120, 184 
Aquinas, Saint Thomas, 514 
Archives, the burning of, 633 
Argenson, Marquis d*, 30 n. 

Aristotle, defence of slavery, 41 ; on 
exchange, 454 n., 547 «. 

^kwright’s water-frame, 82 
Artisans’ Dwelling Acts, 610 
Ashley, W. J., 363 n., 389 n., 391 ; on 
what constitutes political economy, 
394; on the historic school, 409 
A^gnats, issue of, 437 it. 

Association, recommended by Rossi, 
321 n., 322 If.; power of, 351 
Associationists, 238, 466 n.; doctrine, 
social Christianity differs from, 516 
Associative Socialists, 242-273; distin- 
guished from Liberal economists, 242 ; 
Robert Owen, 246-255 ; Oiarles 
Fourier, 255-265; Louis Blanc, 265- 
272; Pierre Leroux and Cabet, 27a, 

273 

Auburdn, F., 518 n, 

Aucuy, — , 323 It. 

Aulaid, F., 213 It. 

Aupetit, J. J., 499 It., 500 It., 507 «., 
508 it.^ 51 3 II. 

Aurelius, Marcus, 545 

Australian gold-mines, 758 

Austria, social Catholicism in, 529 it.; 

anarchism in, 635 
Austrian corporation, 517 
Austrian School, 66, 492 it., 495 n., 510, 

714 

Autarky, doctrine of independence, 700, 
701 

Avances mttmdUs, 42 a. 

Amicesfoncihes^ 41-44 
Avances primitives^ 42 a. 

Avances mmeraims^ 56 n. 

Avenel, M. d’, 572 

Babbage, — ,84 

Babeuf, FrBn9ois, 213, 437 it., 450 
**Back to the lan^** 261, 262, 544 
Bactcriidogy, 547 

Baden, Margrave of, 24; his taxation 
experiment, 61, 62 

Bakunin, Mikhail, a collectivist, 462 a. ; 
and anarchist doctrine, 612, 614 a., 
615; 6r8; on society, 614 a., 625, 626; 
his career and worln, 615, 616; and t^ 
State, 619, 620; on property and 


capital, 621 a.; on marriage, 623; on 
science, 623; his confession of failure, 
626 a.; on the sovereignty of reason, 
626 a.; on the group idea, 646 a. 
Balance of trade — see Trade 
Bananas, Keynes’s parable of the, 740 
Bank Act (1822), 180 
Bank credit and crises, 71 1-7 13 
Bank discount, 317 n., 3 19-321 
Bank notes, 318, 319; a precious inven- 
tion, xoo, xoi ; gold-mines analogy, 
743. See also Paper money 
Bank of Amsterdam, lox 
Bank of England, cash payments sus- 
pended by, in 1797, 180 ; and the after- 
war crisis, 706 

Bank of France, 312, 318, 319, 321, 633 
Bank, Proudhon’s, 253 ; Mazcl’s, 323 it. ; 
. Bonnard’s, 323 12.; People’s, 324 n., 
326; Federal Reserve of New York, 
706, 709, 747 

Banking, Adam Smith on, 100-102; 
Ricardian theory of, 177-180; general 
system of, 230 n. 

Banks, state, 181, 182; early nineteenth- 
century failures, 186; central, 230 it.; 
their place in industrial organization, 
237; exchange, 301 n., 340 622; 

operating without capital, 321 ; co- 
operative, 321, 526; nationalization of, 
445; rural, in Germany and France, 
517; agricultural cr^it, 534 it.; 
failures of, 549; mutual credit-rural, 
558 ; exchange, 622 ; central, 710 
Baron, Enrico, his theory of price equili- 
brium, 644, 645 It. ; on barter, 657 ; on 
free trade, 693 ; on freedom of inter- 
national trade, 695 
Barr^, A. M., 264 it. 

Barter, international trade assimilated to, 
657; distinguished from selling and 
buying, 658 ; terms of trade, 659 
Bastable, — , 643; on sacrifices, 647 it.; 

on gold circulation, 685 
Bastiat, FrM 6 ic, his optimism, lOB, X09; 
33L 332, 334; on rent, 130; on the 
shares of capital and labour, 1 75, 428 ; 
the head of French Classical Sdiool, 
329; and Carey, 334 it.; his career, 
335 ; estimates of his writings, 335, 

336 ; his arguments and dcKtrines, 
336-338 ; his theoiy of value, 338, 339 ; 
on legitimacy of interest, 340 it. ; and 
the value of products of soil and mine, 
342 ; his view of the proprietor, 342 ; 
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on relation 6f profits to wages, 346- 
348 ; on the subordination producer 
to consumer, 348, 349; on solidarity, 
349-35^ 545; on Malthus’s law of 
populadon, 351 ; on distinctive charac- 
ter of the State, 41 1 ; on disappearance 
of rent, 426, 428 ; on incapacity of the 
State, 440 ; his fable, 77u Blind and the 
ParalyUct 564; and the State, 620; on 
confusing govomment and society, 
626 It. 

Baudeau, the Abb^ defines Physiocrats, 
23 n.; on raw material, 32 it.; on use- 
fulness of the merchant, 33 it.; on 
Qpesney’s tableau^ 37 n., 38 n. ; and ‘the 
only wages fund,* 39 n. ; on the nobility, 
41 n.; on Avances foncUreSt 44 n.; on 
proprietors, 44; on the Greek Re- 
publics, 52 n.; on the will of God, 
54 It. ; on Avances souveraines, 56 n. ; on 
periodical revaluation of land, 58 n. ; 
on identity of people’s and sovereign’s 
interests, 59 it.; on gross and net 
revenues, 61 n. 

Bauer, Bruno, and the ‘Holy Family,* 
612 

Bauer, Stephen, 38 n. 

Bavaria’s tariffi, 276 
Bazard, St A., 223, 224, 225 
Bebel, F. A., 438 
Bee, ‘demonizadon* of the, 629 
Belgian Catholic Syndical movement, 
528 «. 

Bentham, J., on interest and usury, 
112 It.; 609 

Bequest, etc., right of, 377, 5*9-521. 

See also Inheritance 
Stranger, J. P. dc, 338 
Berens, Edward, 573 it. 

Bergson, Henri, 406 n., 472 n. ; his philo- 
sophy, 480 It., 483 

Bernstein, E., 474, 475 n,, 476 it. ; and the 
law of concentration, 476, 477; and 
the materialistic conception, 4^; on 
trade unionism, 481 ; and evolution, 
481 It. 

Be^ B., 481 a., 614 636 li. 

Bath61emy, H., 594 11. 

‘Betterment,’ an American system, 594 n. 
Bible texts, 514, 517 
Bimetallic currency systeim, 689 
Bimetallism abandoned in 1925, 707 
Bologtcal law of generation, 13B-X40; 
naturalism, 550 it. 
accident of, 376 


Birth-rate — see Population 
Bismarck, Otto, Prince von, 417, 

437, 445, 446 

Blanc, Louis, 183, 265-272; his indebt^ 
edness to Sismondi, 200; and com- 
petition, 266; his ‘social worktop,’ 
267-271, 309; emancipation of the 
worker, 270 ; on ‘full* liberty, 271, 272 ; 
criticized by Proudhon, 304 a.; his 
part in 1848 revolution, 308-314; 
Lassalle borrowed firom, 435; on the 
right to work, 556; on rights of man, 
5^3 «• 

Blanqui, A., 210, 303 
Block, Maurice, 380 

Bohm-Bawerk, E. von, 89 n. ; on labour’s 
share of product, 95 a. ; on Bastiat, 
336; on wages, 491 ; 492 a.; on final 
utility, 493 It.; 496 a.; his theory 
interest, 500, 510; his theory of saving, 
732, 733 

Boisguillebert, P., 48 a., 52 a., 

Bonprix, 35 

Bonar, James, 69 a., 136 
BondarefF, — , 544 a. 

Bonds in exchange for land, 598 
Bonnard’s Bank, 323 a. 

Bonnerot, Jean, 242 a. 

‘Booms,’ 702, 704 

Booth, C., 391 

Bossuet, Jacques, 514 

Bougl6, C., 224 a. ; 299 a., 551 a., 567 a. 

Bouniatian, — , on crises, 715 a., 716 a*, 

729 «• 

Bourgeois society. Socialistic criticism and, 
54 55 ; the ‘fat people,’ 547 

Bourgeois, L^n, his quasi-contract sc^- 
darity, 551-556, 559 560 a,, 561 

Bourgin, Henry, 213 a. 

Bourgin, Hubiart, 256 a., 274 a.; his 
criticism of socialism, 241 a. ; on 
revolution, 327 a. ; 453 a. 

Boumville, 265, 544 a. 

Bouvier, — ^ 507 a. 

Boys undertaking useful duties, 263 
Boyve, — dc, 539 a. 

Brandes, Georges, 434 a. 

Braun, K., 373 
Bray, J. F., 322, 323 

‘Brazen Law of Wages,’ 366, 427, 428^ 
434, 435, 456 496* 5*0 

‘Bread work,’ 542 
Brentano, L., 390, 392 a. 
Bresdani-Turrqni’t theory of saving, 735, 
737 
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Bmuad, Aristide, s 6 o n. 

Brigandage, €33 
Bright, John, 371 

Bri^t dc Wan^c, J.P., 213 a., 300 n. 
Bridsh Dominions, economic problems 
in, 637 

^x>dnitz, — , 446 «. 

Brook Farm Colony, 264 it. 
brotherhood, 530 
bimeti^, F., 516 n, 
bnmhes, Mme, 541 a. 

Brunswick, 277 n. 

Buccleuch, Dt^e of, 68 a., 69 a. 
Buchanan, J., 69 a. ; cm rent, 1 58 
Biicher, K., 262 a., 280 a., 390, 401 
Bucher, L., 417 

Buchez, P., 242 a., 267, 268-270, 313, 

536 

Budget (1909), 594 

BufFon, Henri, 1 36 ; on final utility, 493 a. 
Building restrictions, 563 a. ; land, 573 ; 

materials, prices of, 678 
Buisson, — , 259 a. ; on association, 
559 »• 

Buonarotd, F., 265 
Bureau, Paul, 152, 526 a. 567 a. 

Buret, A., 210 

Burgess, — , the banker, 747 

Burgin, — , 1 1 1 a. 

Business cycle — ^not one but many cycles, 
75*, 75a 

By-product, utilmng, 506 

Cabet, and his Icaria, 244, 256, 273, 
304 a., 305 
Cabiad, — , 650 a. 

Caimes, J. E., 336, 379, 390, 643, 655 
Calcutta, Black Hob of: an analogy, 709 
Californian gold-mines, 758 
Calvin, John, and interest, 534 a. 
Cldvinism, 25 a. 

Cameralists, 126, 386, 387 
Campanella’s Civitas Solis, 213 a, 256 
Canals, 445, 447 

Cannan, l^win, his edidcm of Weal^ 
/faiionSf 74 a. ; on the theory of spolia- 
tion, 96 a.; on hig^ price of com, 160; 
on theory of trade, 650; criddzes 
Ricardo, 655 a., 658 

Oanonists and th^ teaching, 126, 514, 
5*7 

Candlltm, R., his work, 64; and tbt 
snirepriHmrf 128, 129; on gold 

cimtladon, 673, ^74, €85; 686, 690; 
on prioe-bt^, 68st ; 684 


Canute, 150 a. 

Capital, Adam Smith’s dieory of, 88-90 ; 
limits industry, 89 a.; increased by 
parsimony, 90 a.; investment of, 106, 
107 ; concentration of, 200, 201 ; 
according to list, 281 a.; its share of 
total product, 346-348; 428, 429 a.; 
a human creation, 353 a.; constant, 
459 ; variable, 459 ; fixed, its tendency 
to increase, 460; in the sixteenth cen- 
tury, 462; social Catholicism and the 
prcxiuctivity theory, 533 a.; rent of, 
574, 575 ; intemadonal transfers, 663- 
677; do goods follow it?, 676; over- 
capitalizadon an influence in causing 
booms and depressions, 716 a., 717 a. 
Capitalism, advent and growth 462- 
464 

Capitalist, strength of present-day, 478; 
‘registered, controlled, and even super- 
seded,’ 608 

Carey, Henry Charles, 47, 130; on agri- 
cultural productivity, 171 ; his exposi- 
tion of protectionism, 290, 291, 292; 
his career, etc., 334, 335 ; and Basdat, 
334 a. ; his theory of value, 338, 339, 
344; on “the power of association,’* 
351 ; on Malthus’s law of population, 
35 X ; on disappearance of rent, 426, 
571 ; an optimist, 575 
Carey, Matthew, 287 
Carlyle, Thomas, 209, 541 , 542 
Carnot, Hippolyte, 223, 225 a. 

Carnot, Sadi, 372 a. 

Carrel, A., 223 

Cartels and trusts, 193, 463, 465 
Cartwright’s weaving machine, 82 
Carver, J.N., 492 a, 

Cassel, — , 638 a.; on crises, 72Q, 723, 

724*732 

Cathedrab, the building of, 743, 744 a. 
Catherine, Empress of Russia, 25 
Catholic nationalism, 483 a. ; chrisdanity, 
486; syndical movement, Belgian, 
528 a.; circles, congress of, 528 a.; 
labour union, 529 

Catholic Social Liberal school, 534 a. 
Catholicism, Social, 449, 524, 534; ax^i 
the Catholic Church, 5x4 a., 515, 5x6; 
its teaching, 534 
Cauw^, P., 293 a. 

Cazamian, L., 541 a. 

Celibacy, X49, 150 
Chachuat, — , 148 a. 

“Qiam,” caricaturist, 235 a. 
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Ghambre Consultative des Associations 
de Production, 267 n, 

Channing, W. E., 264 n., 535 n* 

Chaptal, J. A., 127, 286 
Charity, 150 550, 570 

Charl^ty, S., 237 663 n. 

Charmon, F., 563 n. 

Charter of 1814, 217 
Chartism, 246 n. 

Chartist Movement, 246 
Chastity, 143, 149 

Chatelain, — , 67 374 n-, 418 428 

429 n. 

Cherbuliez, A. E., Swiss economist, 380, 
51 1 n, 

Chevalier, Michel, 224, 237, 297 371, 

379* 380, 414 
Child, Sir J., 71 

Children, desire for, 146, 147; employ- 
ment of, 185, 197, 248, 414, 442, 
519-521 

Chivalry, 543 
‘Chremadstic school,* 192 
Christ, Jesus, 60, 361, 471 n., 514, 515, 
534» 538 540 «*> 813 

Christian religion, 364 «. ; social doctrine, 
486; doctrines, 516, 618 
Christian Social Working Men’s Party, 
538 

Christian Socialism, 382, 526, 534-540; 
and working men’s associations, 535- 
537 ; its programme, 537 ; in the U.S.A., 
Germany, Switzerland, and France, 
537-539 

Christian Socialists, 126, 209, 375, 517 
Christianity, 338, 381, 445, 447, 486; 
social doctrines that owe their inspira- 
tion to, 514-570; Darwinian theory 
applied to, 516 n. 

Ch^tians, 483 

Chris tliche Gewerkvcrcinc, 531 
Church, Institutional, 537 
Circulating notes, Proudhon’s, 322 
Civic spirit, 413 
Ci vitas Solis, 256 

Clark, J. B*, on final utility, 492 n,, 497 ; 
on Hedonism, 512 on doctrine of 
rent, etc., 583 n., 588 n. 

Class Union, 485 

Class War, 2^, 472-474* 479» 480, 482 ; 
Neo-Marxism and, 479 ; reaction 
against, 485, 486 ; ^opposition to, 485, 
486 ' 

Classical doctrine ; distribution of gold, 

686,691 
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Classical School: Esmond! and its 
heresies, 208, 209 ; English and French, 
329; liberalism, 329-3541 ^^P^gee and 
decline, 354-380; fundamental laws, 
359-371; Mill’s individualistic-sodal- 
istic programme, 371-378; Mill’s 
successors, 378-380; the new, 488- 
492 ; its pseudo-renaissance, 488-492 ; 
theory of rent no longer applying, 

572 

Oavi^res, E, 123 
Clinics, school, 559 

Coal: Bastiat’s Theory of Vsdue, 342; 
prices, 678 

Cobden, Richard, his repeal movement, 
3305 335 on the law of wages, 365; 

Colbert, J. B., 30 a., 288 
Colbertian system, 47, 49 n., 1 13 
Cole, G. D. H., 449 R. 

Colins, Baron, 170, 585 
Collective government, growing impor- 
tance of, 608 

Collectivism, Saint-Simonism and die 
beginning of, 211-242; preached by 
S^nt-Simonians, 214; Saint-Simonism 
and, 230, 231; its influence, 382; 
origin of word, 462 r. ; and the product 
of a man’s own labour, 466; French, 
487 «-;475 

Collectivist classless regime, 473 
Collectivists, 478 
Collinsists school, 467 r. 

Colonies, Robert Owen’s, 246 r,, 251 n. ; 
various, founded by Fournier and 
Owen disciples, 264; Cabet’s And- 
ean, ^3. See also Icaria 
Colonies, foreign trade and navies, 280; 

political institutions of, 282 fu 
Colson, L. C., 348 R., 428 R., 499 R., 
507 R., 664 

Combination, freedom of, in ninetemth 
century, 184 

Combination of Laws, 366 
Commerce and trafiiddng, 47 
‘Commercial deficit,’ 293 R. 

Commodities — se$ Goods 
‘Common sense,’ 624 
Commune (1871), 633 
Communication, telegraplne, 549 
Commimism, rented by Proudtoi, 

Mill on, 3^, 372 ; course of histcay d»e 
eiqianrion 420 r. ; foreshadowed by 
war economy, 450 ; the terms ‘colec- 
tivism* and ‘g^mmumim,* 461 
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' 469 a.; aad dw products of society, 
f66«. Se0 also Gollectivbm 
Comtmmjgts tonfcmnded with Anarchists, 

i |62 n. 

Companies, joint-stock, xi2, 258, 414, 

465. 477 

Competition, freedom of, 48 a. ; free, and 
the Hedonistic school, xo8, 4B9; free, 
184, 352, 363, 368, 441 and over- 
production, Sismondi on, 192-199; 
die ‘new phenomenon,* 244; Louis 
Blanc on, 266 
Ckm^Utbilism sociale, 253 
Comte, Auguste, 214 a., 216, 223, 337, 
8^2 a., 378 a. ; his theory of the three 
estates, 233; his term ^social func- 
tion,’ 341 ; his influence on Mill, 
372 ; his distinguished work, 406-408 ; 
on the historical method, 407; on 
equality of man, 517 a.; and solidarity, 
548, 558; on sociology, 548 a.; 552 
Comte, Charles, 219 
Concentration, Neo-Mandan, and the 
law of, 478-479 

Cond6-5ur-Vesgres, colony at, 264 a. 
Ccmdillac, B. de, his doctrine, 64-68, 
I24t 125 a., 485; theory of value, 91 ; 
on final utility, 492 a. 

Condorcct, M. C., 137, 235 
Confrd^tion g6n^rale du Travail, 

473 »•. 48*. 533. 635 

Confucius, Laws of, 147 
Congress at Geneva, Brussels and Basle, 
327; Eisenach, 359, 419, 437-439; 
International (1869), 462 a.; of 

Catholic circles, 528 a.; at Erfurt 
(*896), 538 

Cemsovatives and Liberals, 479 
Cemsid^rant, Victor, 244 a., 264, 304 a., 
308, 31 X ; in the 1848 Revolution, 312 ; 
on die rig^t to wodc, 556 ; on rights of 
nton, 563 a. 

Consumer, producer subordinated to, 

348.349 

Cemsumers’ income, yra 
Consumers* ouday, 712 
Consumer’s rent, 497 a. 

Consumers* societies, 562 a. 
Consumption, Hedcaiists and, 497; and 
saving— Saving 
^Consumption* goods, 704 
Condn^tal Blockade, 276, 287 
Contact: ^piari-contract in die Solidarxst 
I diesb, 551^56 
*Conlnd* 45^3 451 


* Controlled ec(»iomy,* 449, 450 

Cooper, William, 254 

Co-operative Association of Producers, 

526 

Co-operative Consumers* Union, 375 
Co-operative Credit Bank, 321 
Co-operative stores, etc., 253, 254, 260 a, ; 
producers* society, 267 ; movement, 
313, 478, 527, 539 a,; societies dis- 
solved in France, 3x4; societies, etc., 
373. 5«7. 5*2, 535. 536, 56*. 58* ; pro- 
duction, 374, 375 ; banks, 526 ; associa- 
tion dismissed by social Catholicism, 

527 

Co-operators, 466 a. ; and solidarity, 559 ; 

and accumulated capital, 562 a. 
Co-partnership, 491 ; establishment at 
Guise, 265 

'Coquelin, — , 308, 6x0 a. 

Com', free trade in, 48 a. ; yield of land, 
140, 159-163; prices, 160-164, x68, 
678; ‘cost* in feudal countries, 189; 
value of, 343, 346; duties abolished, 
371 ; rent related to price of, 581 ; 
importation of by a wheat-producing 
country, 646; sudden fall in price of, 
might justify protection, 696-698 
Com laws, 285, 366, 371, 479 
Corporations, 449, 522 ; peasant, 449 a. ; 
in Austria, 517 

Corporatism, its State ascendancy over 
industry, 449 ; Social Catholic, 532 
Corsican vendetta, 546 
Cossa, L., 372, 380 
Cost — sie Price, Value, etc. 

Cost, comparative, 643-663 

Cost of ^oduction theory, Adam Smith’s, 

93-96 

Cost value, 367 a. 

Cottages, cheap, 559 
Couple, limiting, 495 a. 

Coupons, wage, 430 

Courcelle-Seneuil, J. G., 133 a., 323 a., 
324 a., 380,5x1 a., 643 a. 

Cournot, Augustin, 274 a., 365 a., 4x4, 
41 5, 422 a., 485, 643 a. ; neglected, 354 ; 
on demand a function of price, 490; 
and his economic work, 499 a. ; law of 
sale, 50X a. ; and geometiic rqpresenta- 
tion, 501 a. ; on trade, 693 
Goux, — • de, 514 a. , 

Credit, defined, 237 a.; free, 317-321; 
mutuid, 321, 558, 562; free, 326; 
instibitions, 379; societies, German, 
380; banks, agricultural, 534 a. ; and 
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debit, eqiiilibrium of, 677; its part in 
causii^f crises, 7U~7 13 
Creditor countries, payments to, 663-^77 
Cr^micux, H. J., 31 1 
Grime and pvmbhment, 621, 629 
Criminal law, 566 

Crises, over-production, 131, 132; of 
1815, 1818 and 1825, and 1930, 
186, 246 n„ 250 n., 701, 759; Sismondi’s 
theory, 204, 205; and demand, 427, 
428; and freedom of contract, 430; a 
chronic evil, 464, 465; and the catas* 
trophic theory, 480; and rent, 591; 
world, of 1929, 640; in Vienna (1873), 
665 a.; ‘strong* countries suffer from, 
698 n,; conflicting theories, 701--761; 
ascribed to excessive credit or the un- 
controlled issue of bank-notes, 703; 
ascribed to maldistribution of incomes, 
703; the part played by the current 
account and the cheque (‘written 
money*), 704; ‘production goods* and 
‘consumption goods,* 704; mechanism 
of saving and effect on, 704; theories 
based on credit, uneven rhythm of 
production and uneven distribution of 
incomes or expenditure, 704 ; regarded 
as fleeting and accidental, 704; the 
Great Depression, and its causes, 705- 
708; ‘organic* interpretations, 708- 
724; Lionel Robbins’s theory, 705, 
709; Nogaro’s theory, 707, 708; 
Hawtrey’s theory, 709-713; credit and 
credit restrictions, 711-713; Aftalion’s 
theory, 713-717; Bouniatian’s theory, 
715, 716 n. ; Schumpeter’s theory, 717- 
719; SpiethofTs theory, 720-722; 
Ansiaux’s theory, 722, 723; Cawel’s 
theory, 723, 724; Knut Wicksell’s 
theory, and the divergencies between 
saving and investment, 724-738, 725- 
738; Keynes’s theory of saving and 
unemployment, 738-749 ; reduction of 
wages or of working hours suggested as 
a solution, 746; Ohlen’s theory, 748, 
749 ; new conception of, 749-755 J 
Hauler’s theory, 751 ; Fisher’s theory, 
75L 752 ; Divisia’s theory, 752 ; Wesley 
Mitchell’s theory, 752, 753; goieral 
and generalized, 753; Say’s products 
theory, 753 ; investigation of, 754, 755 ; 
Francis Sinuand and long-term price 
alterations, 755-;^i; Tinbergen’s in- 
quiry into, 755 
Cr^, B., 475 It. 


Crompton’s ‘mule,* 8a 
Cromwell’s Navigation Laws, 1 17 «. 
Crown, right to trade by privilege 8:0111, 
45 n. 

Cultivation, extensive, 630, 631 
Cunningham, W., 391 
Gunynghame, — , 657 
Cunctator, Fabius, 603 
Curmond, — , 33 n. 

Currency depreciation, 652-655, 690; 
devaluation, 682, 683; school, 703, 
710; bi-metallism, 689, 707. See also 
Gold 

d’Aooult, Mme, 300 «. 

Daguesseau, — , 654 it. 

Dalloz, — , 663 n., 691 n., 717 n. 
d’Argenson, Marquis, 30 n. 

Darimon, A., 315 323 tu 

Darwin, Charles, 136, 333, 617; his 
theory applied to Christianity, 516 a. 
Dawes Plan of reparations, 667, 668, 674 
‘Dearth of plenty,* 48 a. 

Debauchery, 152 

Debits and credits, equilibrium of, 677 
Debtor countries, payments by, 663-677 
Dechesne, — , 528 a. 

Declaration of Rights of Man, 563 a. 
Deduction, abstraction and, 398-401 
Deductive method, 398-401 
Dcherme, G., 545 a. 
d’Eichth^, Gustave, 378 a., 551 a. 
Demand and supply, law c^, 364; and 
quantity, connexion between, 493 a,; 
a function of price, 490, 501 a. ; curve, 
Dupuit’s, 501 a., 502 a., 503 a. ; effect 
of, on choice of crops, etc., 648 
Demography, 136 
Demolins, E., 525, 526, 565 a. 

Denis, Hector, 22 a., 37, 38, 178 a., 198 
a., 252 a., 407 
Denmark, 281, 298 
Dentu, 216 a. 

Depressions or slumps— *Cri^’ 
Depreciation, 459 
Descartes, Ren^, 624 
‘Desirability* or final utility, 493 a. 
Despotism as viewed by Phyriocrats, 53, 
55 

Diamonds, value 339 
Diderot, Denis, i6 
Diehl, K.; 324 a. 

Dicterlen, — , 755 a^ 

Z^minishix^ returns, law of, 133, 355 
367J»-. 377 
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Directive energy, 494 
Dirigisme, or control, 450, 451 
Discount, bank, 317 a., 319, 320, 321 
Dissenters, 381-409; Historical school 
and the conflict d* methods, 383-385; 
origin and development of the Histori- 
cal school, 385-392; critical ideas of 
the Historical school, 392-401 ; posi- 
tive ideas of the Historical school, 
40i~4^ 

XHstrioution, Adam South’s theory of, 
97; Say’s simple scheme of, 129, 130; 
Rodbertus on, 420, 423-426; aiding, 
by taxation, 444; Henry George on, 

590 

Distributive societies, 561 
Di^ia, — , 499 If., 692, 732 737; on 

invendons, 744 

Doll^ans, 247 n., 249 #1., 254 n, 
Dollfus, J. H., Co-partnership Move- 
ment, 521 

,Domat-Montchrestien, — , 526 639 n. 

Double limit, 495 «. 

Doubleday, T., and population, 151 a. 
Dove, Patrick Edward, 585 
Dowlah, Surajah, 709 
Dragomanov, M. P., 615 n. 

Didme, Mathieu de la, 311 
Droz, N., 210 
Drysdale, Dr, 149 «. 

Duguit, L., 563 ft. 

Duhring, Eugen, 220 n., 221 n., 238, 
297 422 n. 

Dumas, G., 215 n. 

Dumont, Arsene, 1 52 
Dumoulin, C., 534 ii. 

‘Dumping,’ 284, 285, 747 
Dunoyer, Charles, 331 n., 332 a., 333 a., 
334; on^ competition, 332 a.; his 
career, 352 a.; on free competition, 
352; on free disposal of land, 352, 
352 a. ; his theory of production, 353 ; 
liberal professions placed in same 
category as manual work, 353; aiKi 
exchange, 354; on intemaUonal trade, 
367 > 4391 order, 610; on sod^, 
626 a. 

. Pupin, 286 

>Duix>nt dc Nemours, V. S., 22, 23 a., 25, 
26 a.; on de la Rividre’s work, 23 a.; 
his carcor, 24 a. ; on a natural society, 
26 a. ; on the physical laws that govern 
society, 27 a., 28 a. ; on net product, 
32 a.; on the democratic sovereign, 
52 n., 53 a; cm taxation of landed 


pre^rietor, 57 a. ; on Land Tax^ 58 a. ; 
on natural law, 359 a., 360 a.; on 
savii^, 73J» 739 

Dupont- White, C., 410 a., 412, 441; in 
the 1848 Revolution, 312; his State 
Socialism, 233 

Dupuit, A. J., ai;d final utility, 492 a. ; 

demand curve, 501 a., 502 a., 503 a. 
Durand, Union, 562 a, 

Durkheim, fi., 78, 392 a. ; on solidarity, 
556, 557 

Dutot, — , 654 a. 

Duty, how it Offers from a tax, 336 
Duverger, — , 224 

Earth, the source of all commodities, 
32 a., 34 a. 

East, Edward, 146 
East India Company, 112 
Economic table, 37 a.; Liberalism, 184; 
liberty, 333 ; chivalry, Marshall’s, 341 ; 
theory, how determined, 394; pro- 
blem is to maximize pleasure, 488 a.; 
life, its need of historical explanation, 
404; equilibrium, 485, 492 a.; cycle, 

705 

Economic doctrines and science, the 
historian’s work, 761 ; and its many 
different paths, 762; research, 763; 
severed from policies, 764, 765 
‘Economic man,’ 398 
Economic phenomena, study of, 401, 
402 ; dynamic theory of, 760 
Economic science, 21, 750, 761-765; 

segmented into distinct sciences, 763 
Economics: ‘its hope to become a 
science,’ 360 ; pure, 396 ; laws of^ 405 ; 
social and political, 21, 764 
‘Econombt,* the name, 23 a. 

Economy, ‘controlled,’ 449, 450; war, 
.450 

Ecole des Hautes Etudes, 551 n, 

£cc4e des Nlmes, 561 a. 

Eden, Lord, 121 a. 

Eden, Treaty of, 120, 121 
Edgeworth, Maria, 134 n. 

Edgeworth, Professor, 485, 505 a., 506 a., 
644, €49, 651 a., 657 ; on exceptions to 
free trade, 693 

Education, Biysiocrats and, 55; Adam 
Smith and, 77; Fourier and, 263; 
Ruskin and, 543; free, 556 
Education Acts, 610 
Effertz, O., 422 a. 

Egoiwn, 397, 398, 399 400 a., 612^-614 
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Ehcbcrg, K. T., 275 n, 

Eichthal, G. d*, 378 n., 551 n, 

Einaudi, Luigi, 492 572 592 a., 

593 n, ; his monetary ideas, 747 «. 
Eisenach Ck)ngrcss {1872), 419, 437~439 
Electric power, 447 

Elizabeth’s Poor Law, 150 Statute of 
Apprentices, 113, 120 
Eltzbacher, P., 616 618 621 «. 

Ely, Professor Richard T., 356 a., 538 a. 
Emigration to new countries, 656 
Employees’ fines, 247 
Employers* Liability Acts, 563 a., 61a 
Enclosure Acts, 160 
Encyclopaedists, 68 
Energy, directive and manual, 424 
Enfantin, B. A., 216 a., 213 a., 223, 224, 
225, 227 a., 230, 237; on workers and 
idlers, 240 ; his eccentricities, 241 
Engels, Frederick, on the State, 220 a., 
221; on Saint*Simon, 238; collabora* 
tor of Marx, 452 a., 453 a. ; and aboli- 
tion of private property, 466 a.; and 
i/ie Freien, 612 

England and Scotland, Union of, 275 n. 
England’s lost manufacturing monopoly, 

294 

English Com Laws, 285, 366, 371, 479 
English historical school 390 
English Poor Law, 1 50 n«, 208 
English Revolution (1688) ,282 a. 
English school after 1918, 637 
Ensor, R. C., 453 a. 

Entail, etc., 519^521 

EfUreprineur^ his functions, 82 a., 129, 
500, 504, 576; his power, 128; com- 
petition and the, 196, 197; his share of 
the product, 198 a., 267; and profit, 
227-229, 378 n., 424, 452, 461, 57J, 
575-578, 681 ; in Proudhon’s scheme, 
317 a., 321 ; 441 ; and demand, 427, 
648; and the wage-coupon system, 
430; affected by the theory of rent, 
^7; cost n^^ulated by price, 490; and 
final utility, 498; 510; and the 
Hedonists, 569; and rent of ability, 
574; and production goods, 7x5; in 
Schumpeter’s scheme, 7x7-723; and 
cri»«. 7*9. 730, 736, 745. 7^ 
Equalitarians, 2x3 

Equilibrium, 485, 492 a., 649-655; price, 
280 a.,* 645^55; equations of inter- 
national, 651-655 ; questions of repara- 
tiems, lendix^, repayments, etc., 665- 

677 


Erfurt Congress, 538 
‘Ergonomy,’ 380 

Esau’s bargain with Jacob, 509, 5x0, 5% 
Escarra, E, 585, 601 a. 

Escheat, right of, 301 
Esmein, A., his mimoire, 52 a., 53 a. 
Ftatisme, reaction against, 485 
Etiology, Owen the ‘father’ of, 249 ‘ T 

Euclid, 54 a. 

Evolution, hfarxians and, 471, 474 a.; 

479 ' 

Exchange, characteristic of, 66; Say^s 
theory of, X30, X31 ; Free, Donoyer on; 
352; not productive — merely a legal 
transaction, 354; Ricardo on, 3^, 
369; International, on a free system, 
368 a., 369 a.; puzzle of, 454; value; 
454; Hedonistic doctrine of, 492-496; 
a gain for both parties, 494; mathe- 
matical school and study of, 499-506; 
ratio of, 500 a. ; solidarity and, 569, 570 ; 
new theories of comparative cost, 643- 
663; relative labour costs and, 64^ 
651; advantageous, 646; origin of, 
647 ; equilibrium in, 649-655 ; dump? 
ing, 284, 285, 747. See also Inter- 
national Trade 

Exchange Bank, 301 a., 340 a., 622; 

Proudhem’s theory of, 3x4-326 
Exchange notes, 318, 319 
Exchange rate, monetaury, 652-655, 690 
“Exchangism,” Hcckscher’s, 701 
Exploitation and expropriation, 226-228, 
238, 4547 458 481-4877 478, 478, 8 j 3 

Exportation to maintain prices, 48 
Exports, French, following 18x8, 664 
Exports, Premium or Bounty, 653 
Expropriation — see Exploitation 
‘Exterior receipts,’ 7x0 

Fabian socialjsts, 233, 476; schod; 
467 a.; doctrines, 603-610; collectiv- 
ism, 604 

Fable of the Bees, 71, 88 a. ; of the Sor- 
cerer’s Apprentice, 206 
Factory Acts, 84, 248, 414, 517, 610 
Factory life, nineteenth-century, 185; 
“steam-mill is the parent of die 
capitalist state,’’ 470 a.; Ukened to 
family, 521; hyi^ne, 558 
Faguet, — , 261 a. 

Fallot, Tomy, 539 
Familist^, Godin’s, 264, 265 
Family constimtimi in Le Bay’s system, 
519-^,528 ^ 
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Family 141 ; unemployxaetit the modem 
foitn of, 421 

Fam^rs, taxadon of, 59. Sie also 
Agriculture 
Faucher, Julius, 6 1 2 

Federal Reserve Bank New York, 706, 
709 » 747 

Federation of Brodicrhoods, 537 
Federation of industries, 449 
Fcaninism, 263, 264 

Forara, F., his theory of value, 339 n., 
340 11. 

Ferriar, F., 286 it. 

Fcsty, O., 267 «, 

Fetter, F. A., 492 n. 

Feudal institutions, 469 n. 

Feudal society, Physiocratic criticism 
and, 54 a. 

Feudalism, 528 
Feuerbach, L. A., 612, 619 n, 

Fichte, J. G., his conception of the state, 
436, 437; his autarky, 700, 701 
Fixud utility, 492-496 
Fines, employees’, 247 
fiscal .rcfiMtn and solidarity, 559. See 
also Protection 

Fisher, Irving, 89 n., 100 n., 485, 492 n., 
499 a., 510 a., 606, 750, 751 
Fisheries, 573 
Fix, Theodore, 210 
Fkmaat, — , 551 a. 

Flower-growing, 261 a. 

F<mtenay, R. de, on agricultural produc- 
tivity, 161 a., 1 71 ; on rent, 344 a. 

Food insufficiency, Malthus’s ideas on, 
140, 141 

Forbonnais, — , 654 a. 

Foreign exdianges, sensitiveness of, 179 
Foreign trade, 46 a. ; colonies and navies, 
280 a. 

Forests, 445 

Fouill^, Alfred, 557 a., 563, 585 
Fourier, CSiarles, and populaticm, 151 a. ; 
183; ai^ Saint-Sinundnn, 2x3 a.; his 
own comparison with Newton, 243, 
244; * attraction of pasrion,’ 244; his 
worlfx, 245 a.; a ‘‘mere employee,” 
t45 ; his work and doctrines, 255-265 ; 
fats eccentricities, 255, 256 ; his Phalan- 
355 256-258, 261, 262, 264, 

265, 274 a. ; and the servant problem, 
257, 258^ on integral co-operadon, 
258; the ^Phalange,” 258-260; statue 
to hk memory, 259; and education, 
263 ; on the sex question, 263 1 and and* 


militarism, 264; *Back to the Land,* 
261, 262, 544; on the attractiveness of 
lab^, 262-265; criticized by Proud- 
hon, 304, 305; on the right to work, 
308 ; on the co-operation of the 
governing classes, 472 a.; and the 
doctrine of solidarity, 545 ; on guaran- 
tism, 556 ; claimed as an anarchist, 61 x 
Fourierism, Stuart Mill’s opinion of, 265 
Foumi^rc, E,, 467 a., 471 a. 

Fourth estate, 

Foville, — de, 1 70 a, 

Fo»vell, Professor, 241 n., 255 n., 322 n. 
France, Treaty of Eden, 120, 21 1; 
Declaration of the Rights of Man, 244; 
the classic land of socialism, 330; 

^ unified socialism in, 473 a. 
Franco-German War, doctrinal currents 
following, 485-487; indemnity, 663- 
668; crises following, 702 
Frankfort, General Association at, 276 
Franklin, Benjamin, 335 a., 336 
Fraternity, 550 ; anarchists and, 625 
Free competition, 184, 352, 368; Hedon- 
ists and, 108, 489; a sovereign natural 
law, 363; not synonymous with econo- 
mic liberty, 441 n. 

Free credit, 314, 325, 326 
Free education, 556 

Free Trade, 47-49 ; Walras on, 49 ; estab- 
lished in corn and Act repealed, 50; 
Adam Smith on, 113-118; criticiz^, 
274 n . ; and profits and rents, 178 it. ; 
theory, triumph of, 274; Hedonists 
and, 51 X n.; before and after 1918, 
691-700 

Free Trade League, French, 335 a. 

Free utility and rent, French Liberals’ 
law of, 341-348 

Freedom of combination, 184; law of, 360 
Freien, die, 612 

French appreciation of Adam Smith, 
122; Industrial Rev<tiution, 127; 
economists, succestion of, 133 n.; colo- 
nies, 282 n.; co-operators, 314, 561; 
Historical school, 391 ; collectivism, 
467 II. ; property-owners, 478; mathe- 
matiod school, 499 n.; rurxd banks, 
517; agricultural credit banks, 534; 
Christian socialism, 538, 539; co-op- 
erative movement, 539 it.; Radical- 
Sodahst party, 549, 551 ; Constitution 
(*793)> 552; credit societies, 562 it.; 
taxation of surplus value, 594 ; axiarch- 
xtm, 635 ; exports following 1818, 664 



French Charter (1814), 217, 218 
French Civil Code, 554 
French Convention, 437 
French Free Trade League, 335 n. 

French National Assembly, 310 
French Penal Code, 184, 244 n. 

French Republic, the Third, 266 
French Revolution, 43, 62, x20, 156, 
212 n., 213, 214, 217, 226, 234, 244, 
328, 471 jf., 486, 487, 561 566; of 

1848, 264, 308-314 
French Revolutionary War, 450 
French school after 1918, 638 
Frezouls, Paul, 573 579 «. 

Frocbel, F., 263 
Fruit-growing, 261 n., 262 n. 

* Function, social,’ 341 
Furniture prices, 678 

Galiani, Assi, 50, 64 
Gar9on’8 brochure, 62 n. 

Gandalin, the Sorcerer’s Apprentice, 206 
Gamier, Germain, 119, 122, 124, 303, 
383 n. 

Gamier, Joseph, 383 
Garden city movement, 261, 544 
Gas, municipalization of, 445 
Gendre, F., 30 n. 

General Association of German Workers, 
433 

General strike, 483, 549 

Generation, biological law of, 138-140; 

preventive check on, 142, 143 
Gmeva Association, Bakunin’s, 616 
Geographical Society of St Petersburg, 
617 

Geometric representation, Cournot and, 
501 n. 

George, Henry, and the Physiocrats, 
62 on rent, 156; 170; his followers, 
467 n.; a Christian Socialist, 537; his 
Career and works, 588 ; his land 
theories, 586 588-592; on labour 

and capital, 589; and distribution, 
590 n.; on kdssez-faire^ 597; on the 
landed wm'ker, 601 n. 

German appredation of Adam Smith, 
122; economic system (1800-1840), 
275-285; tarifR (1819), 275, 276; 
agriculture, &ee exchange for, 285; 
competition, 289; railway and high- 
way system, 296 ; measures inspired by 
economic Liberalism, 437 n.; labour 
laws, 446; rural ba^, 517; co- 
opermttve banks, 52^ ; agricidtural 
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credit baidcs, 534; reparations, pay* 
ment of, 667 

German Christian Socialism, 537, 438 
German Ckristliche Gcwerkvereiiw, 531 
German Credit Societies, 380 
German Historical school, 189, 209, 

385-390, m , 524 

German Imperial Act (1911), 594 
German Insurance Acts, 445 a., 446 
German Liberal party, 435 
German Liberalism, 380, 439 
German National Socialism, 328 
German revolution (1848), 438, 612 
German Sodal Democratic party, 434, 
438, 481 a. 

German State Socialism, 437, 438, 549, 
550 

German University Economists, 437 
German Workers, General Association 
of, 433 

Gervinus, G. G., 386 a. 

Ghibelline wars, 471 a. 

Gibbon, Edward, 120 
Gide, Charles, 255 a., 256 a., 341 a., 
348 a., 550 a., 561 a., 692; on final 
utility, 493; his scheme of land pur- 
chase, 599 a., 600 a. 

Godin’s Familistire, 264, 265 
Godwin, W., 136, 137, 213,603,611 
Goehre, Pastor, 538 
Goethe, Wolfgang, 403 
Gold, 181, 251 ; movements in trans- 
ferring capital, 668 ; its distribution and 
circulation among the countries, 685- 
691 ; classical doctrine of its distribu- 
tion, 686, 691 ; and the rate of ex- 
change, 652-655 ; discoveries and their 
effects, 656, 686, 687, 758 ; drculatimi 
in effecting equilibrium, 665, 666, 668, 
672, 673, 690; two purchasing prices 
for, 688, 689 ; maldistribution of, 689- 
69I» 705 > 708 

Gold Conference at Geneva (1928 and 
19^9) f 890 

Gold Standard, 706; England’s return 
to, 707 

Gold-mines, exploitation of, 743, 753 
Goldsmiths’ Association, 2^7 a. 

Gonnard, — , 639 a. 

Gonner, — , 158 a., 159, 164 a., 165 a*, 
168 a., a. 

Goods adapted to demand, 91 ; of 
identical name, 683, 684 
Goschen, — , 664 li, 6W 
Gotsen, H. H., 170, 354, 476 a., 499 lu; 
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and final utility, 49a n» ; his scheme of 
land nationalization, 595-597^ 600 
Gounelle, E., 537 n., 539 540 

Gournay, Vincent de, 24 n., 39 n. 

Gouth, Pastor, 539 

Govemii^ classes, co-operadon of, 472 
Government, voting annual sums to, 
56 n.; less concerned with saving than 
with spending, 56 Adam Smith and, 
229, 620, 621; anarchist views of, 
619 a., 620; *on the side of the rich and 
educated,* 622; disdnguished from 
society, 626, 627. See also State 
Gracchus, Gaius, 213 it. 

Grand, Guy, 472 n., 483 n. 

Graslin, — , 32 11. 

Grasset, — , 449 n. 

Grave, Jean, 611, 6x2, 614 n., 617, 618, 
621, 623, 625, 626, 628, 629, 630, 631 ; 
on crime, 62 1 ; on society, etc., 626-63 1 
Greece, downfall of, 55 a. 

Grenoble, workmen of, 197 
Groimd-rent, 573 
Group idea, Proudhon on the, 626 
Grixn, Karl, 306 a., 330 it. 

Gudj^ wars, 471 11. 

Guesde, Jules, 456 a., 467 a. 

Gmld of St George, 543 a. 

Gudd Socialism, 448, 449, 532 
Guild system, 462, 463 
Guilds, 527 

Guillaume, James, on the origin of 
collecdvxsm, 462 a. ; on Bakunin, 
615 a., 626 a. 

GuiUaumin, U. G., 303, 308, 323 a. 

Guise co-partnership establishment, 265 

Gustavus III of Sw^en, 25 

Gwyau, Yves, 349 a., 363 a,, 555 a., 

564 a- 

HasBRLER, G. VON, 751 ; and protecdon, 
696 ; on import dudes in a shmt period 
of depression, 697, 698 a. ; on depres* 
iions, 705; on crises, 729 a., 734. 
Hal 4 vy, X20 a., 134 a., 156 a., 2 19 a., 
224, 240 a. 

Haa,a,6o3 

Hamilton, A., American protecdon 
advocate, 286 

*Hasxd-naiU gave us the servile State,* 
470 a. 

Hannibal, 603 
Hanover, 277 a. 

Hirdie, J. Keir, 537 
Hii|peaves!s (g^xmjxigiexxnyr 82 


Harmel, Lton, 530 a. 

Harmony, Basdat’s doctrine of, 336-352 
Harmony, Gourier’s ideal city, 259, 264 
Harvey, — , 37 
Hasbach, W., 86 a. 

Hausser, — , 275 a. 

Hawthorne, N., 264 a. 

Hawtrey, I. R. G., on crises, 709^-713, 
712, 713; on saving, 747-749 
Hayek, F. P., 298, 725 a. ; on invendon, 
744 

Heckscher’s ‘Mercantilism,* 71a.; 638 a. ; 

his ‘exchangism,* 701 
Hedonism, 488 

Hedonisdc principle, 30, 355 a., 360, 
541; school, 108, 109, 341, 475 a.; 
economists, 378 a.; doctrine of Ex- 
change values, 492-496 ; doctrines 
criticized, 506-514, 541 ; doctrines 
accepted, 506, 507 

Hedonists, 398, 488-514; and free com- 
petition, 489 ; and the law of demand 
and supply, 489, 490; and the law of 
production cost determining value, 
490; their view of profit, 491 ; and 
production, 496, 497; and consump- 
tion, 497 ; and the law of indifierence, 
497 a. ; and the theory of wages, 497, 
498 ; and the law of substitution, 507 a. ; 
and free trade, 511 a. ; and abolition of 
profits, 562 a. 

Hcercn, A. H. L., 386 a. 

Hegel, G. W. F., 615; terminology, 
306 a.; his conception of the State, 
436 a.; school, 611 a.; 6x2; influence 
waning in Russia, 6x7 
Held, A., 390 

Henry IV, King of England, 2X 
Hercules, 345 
Heredity, 545 

Hermann, F., 413; 574 a., 576 a., 581, 
755 

Herron, G. D., 538 a. 

Hesse-Darmstadt’s tarifB, 276 
Higgs, H., 24 a., 673 a., 682 
Hildebrand, Bruno, 209, 280, 384 a., 
385 «*, 3B7-3S9» 392» 393> ¥>3 404* 

408 

Hippel Restaurant meetings, 612, 615 
Hint, Margaret £., 284, 286 a., 287 a. 
Historian, wmrk of the, 761 
IBstoiical parallelism, 4/0$ 

Hiitmcal School, 126, 233, 378, 381- 
409; and the conflict d methods, 383- 
^5; onginality of German mioolf 
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385; origin and dmlopment, 383; its 
critical ideas, 392--40i ; economic laws 
— their provisional nature, 394-396; 
personal interest, 396, 397 ; substitutes 
induction for deduction, 398 ; mechani- 
cal and organic conceptions of econo- 
mic phenomena, 401-403; its positive 
ideas, 401-409; soci^ environment 
constantly changing, 403, 404 ; histori- 
cal method and study, 404, 409 ; three 
fundamental conceptions, 407; rever- 
sion to the abstract method, 4^ 
Hbtory, philosophy of, 233, 235, 389; 
explanatory in one sense only, 404, 

405 

Hitze, Abb6, 527 
Hobbes’s society, 625 
Hobson, S. G., 449 n. 

Hohenzollems, the, 444 n. 

Holland, 281, 298 
Holland, King of, 246 n. 

Holwell, Governor, 709 
Holyoake, G. J., 254 a. 

Hoog, Georges, 526 n. 

Houses, inhabited, tax on, lao 
Housewife, invention to aid the, 630 
Howarth, Charles, 254 
Huet, Francis, 526, 585 
Hughes, T., 535 

Hume, David, 68 n., 70, 71, 81 n., loi, 
120, 122, 135 164 282 666; 

on gold circulation, 685 
Huskisson’s reforms, 274, 276 
Hutcheson, Francis, 68 n., 70 
Huxley, T. H.,630 
Hyndman, H. M., 630 it. 

Ibsen, H., 341 

Icaria, Cabet and his, 244, 256, 273, 
304 a., 305 

Idleness, anarchists and, 629, 630 
Import duty: refutation that it is paid 
by the foreigner, 49; checks possible 
consumption of importing nation’s own 
goods, 30; on com abolished, 371 
Importation to prevent price from rising 
too much, 48; prohibition of, 116 
Imported product, value of, 369 and a. 
Income analogous to rent, conBscating, 
487; bank citdit and, 71 x, 712; net, 
creation and circulation of, 712; ‘con- 
sumer's,’. 7x2 

Increasing returns, law of, 355 a., 367 a. 
Increment value, 436 a. ; unearned, 476, 
57*» 592> 593; 592 
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Independence, autarky, the doctrine nf, 
700 

Indifference, law of, 497 a. 

Indigents, marriage of, 364 
Individual, infirmity and malignity of 
the, 441-444; cult of the, 613, 614; 
liberty, 623 

Individualism, 329, 360, 362 a.; con- 
trasted with socialism, 272, 273; 
Bastiat on, 336; akin to solidarity, 
361 a. ; reWrth of, 487 
‘Individualism is life,’ 443 a. 
Individualist school, 360^62 
Induction, 398-401 

Industrial and Provident Societies Acts 
(1852-62), 536 
Industrial production, 34 
Industrial Revolution, 82, 127; has 
never cea^, 744 
Industrialism and crises, 186 
Industries, federation c^, 449 
Industry superimposes vriue, 32 a. ; 

‘limited’ by capital, 89 a. 

Ingersoll, G., 284, 286 a., 287 
Ingram, J. K., 389 a., 407 
Inheritance, 225 a., 229, 356 a., 337 a., 
319-321 ; restricted rights of, 374, 376, 
377 

Institut scientihque de recherches 6cono- 
miques, 753 a. 

Institute of Social Service, N.Y., 537 a. 
Institutional Church, 337 
Insurance, 446, 356, 558, 577 ; invalidity, 
446 

‘ Intellectuals,* 483 
Intemperance, 132 
Intensive cultivation, 630, 631 
Interest, for and against, 31, 82; Saint- 
Simon on, 225 a. ; Bastiat on legitimacy 
of, 340 a. ; in relation to capital’s share, 
347; Bdhm-Bawerk’s theory of, 310; 
fint justified by Calvin, 334; distin- 
guished from profit, 373 a,, 578 a.; 
Knut Wicksell’s theory of, 723; and 
saving, 732 

International indebtedness, 46 a.; con- 
gresses, 327, 432 a., 462 a., 551 a., 616; 
exchange — see Exchange; prices, equi- 
librium of, 644; equxiibrium, equati<ms 
of, 631-633; transfers capital as 
reparations, 663-677 ; prices afibet 
domestic prices, 678, 670 
Intemadonid Trade, Adam Smith o^ 
113-118; and baiddng, Ricardian 
theory of, 177-180 ; between rich and 
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jpoco* countries, 352, 353, 369, 370 
problems after 1918, 64^43; new 
theories of, 643; Ricardian theory of 
644-660; why do two countries ex- 
change products that both can pro- 
duce?, 645-655; why countries import 
and export, 647, 651 ; is it distinguished 
horn national trade?, 650, 655-657; 
assimilated to mere barter, 657-600; 
its effects on national price-levels, 
677-685; high level of, 692, See also 
Eiudiange 

Intervention, 381, 382., See also 

Socialism 

Interventionism — see State Socialism 
Interventionist, Sismondi as the first, 205 
Intestacy, 352 n. 

Inventions, mechanical, have not 
lightened the day’s toil, 377 ; and their 
effect, 744 

Investment, saving identical with, 741 
Ireland : Act of Union, 120 
Iron : Bastiat’s theory of value, 342 
‘Iron law of wages,’ 366, 427, 434, 435, 
456 498, 510 

Italian pasture in place of cultivation, 

2^ 

Italian School after 1918, 638 
Italy, agriculture credit banks in, 534; 
anarchism in, 635 

James, Wiixiam, 472 a. 

Janet, Paul, 263 

Jannet, Claudio, 521 550 n. 

Japan, economic problems in, 637 
Jaur^,J., 471 n. 

Jenks, —, 292 n, 

Jesus Christ, 60, 361, 471 n., 514, 515, 

Jeunes Abbb, Les, 533 
Jeypns, Stanley, on Cantillon, 64 a. ; on 
value, 66 ; 92, 1 33 ; on the Fren^ econ- 
omists, 133 n« ; 163 a. ; and the historical 
school, 384; his economic theory, 384; 
409, 476 a* ; on equilibrium and prices, 
^5; pre-eminent in theory, 485 a.; 
and Hedonism, 488; on fi^ utOity, 
492 a*; his law d* indifference, 495; 
on Cournot, 499 a. ; and Gossen, 499 
M»; his death, 499 a.; ratio of ex- 
drange, 500 a.; on equililnium, 506, 
643; on intervention, 511; his theory 
of exchange, 649 

Jomt-ftpdi companies and primdple, i 

a«> 9 , 4*4.465. 477 


Joseph II of Austria, 25 
Julian, Emperor, 447 
Julin, Annand, 152 a. 

Jura Federadon, 616 
Juridical socialism, 563 
Jurisprudence, solidarism and, 563 

Kartels, i93i 4^3* 4^5 
Kantian doctrine, 618 
Kautsky, K., 286 a., 481 a. 

Kcttcler, Monseigneur von, 527, 531, 532 
Keynes, J. M. (qfterwards Lord Keynes), 
187, 639 a., 641, 660, 667, 668, 716 a., 
725, 729, 731, 734; his Economic Conse- 
quences of tJu Peace, 667 ; and payment 
of reparations, 667, 674, 675 ; a tem- 
porary customs duty, 6^ ; and unem- 
ployment, 703 ; his theory of saving, 
unemployment and crises, 738-749; 
his parable of the bananas, 740; his 
theory of interest, 746 a.; his multi- 
plier theory, 747“749 
Kidd’s theory, 516 a. 

King, Gregory, 71 
Kingsley, Charles, 535 
Knics, K,, 105 a., 209, 384 a., 385 a., 
386, a., 388, 389, 392, 397, 408; on 
historical study, 405 
Kohler, Curt, 2^ a. 

Kraus, Professor, 121 a. 

Kropotkin, Peter Alexeivich, 462 a., 61 1 ; 
anarchist doctrine and society, 612, 
614 a., 615, 627 a.; his career and 
works, 615-617; on punishment, 
621 a.; on marriage, 623; on society 
and mutual aid or solidarity, 614, 
626-630; and revoludon, 636; on the 
sovereignty of reason, 636 
Kurelia, — , 607 a. 

Kutter, Pastor, 538 

La Tour du Pin, Marqpis db, 527, 531 
Labour the true source of wealth, 74; 
division o^ 75-78, 420 a.; territorial 
division of, 115; a factor determining 
value, 164; Saint-Simon and, 218 a.; 
‘oiganizadon’ of, 238, 311; ’instru- 
ment of,’ 238; attractiveness of, 262- 
265; its share of total product, 346- 
348 {see also Capital) ; the only source 
of produedve power, 353 a.; com- 
munion or community of, 420 a.; 
manual, compared with direedve 
energy, 424; manual, Marx on, 453, 
458; surplus and surplus value, 453- 
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475 » 476; force? on, 455; 
legislation, 558; migration, 655, 656; 
non-competing groups of, 655, 656 
Labour Exchange, National Equitable, 
246 251-254 

Labour notes, 251, 252 ; Owen’s, 322 
Labour Union, Catholic, 529 
Labour-power, Marx on, 455 n. 
Labour-time, Marx on, 455 «. 

Labiiole, Arthur, 54 n., 464 n., 466 n., 
467 It., 468 n., 471 ft.; and Karl 
Marx, 452 It., 471 It.; compares Marx 
and Marshall, 475 it. 

Lacordaire, J., 272 

Lafargue,* P., son-in-law of Marx, 467 «. 
Lafayette, G., 277 

Lagardelle, H., 483; on Bakunin, 615 n. 
Laissez-faire explained, 30, 31, 331; 
physiocrats and, 47, 50, 52; of the 
Adam Smith school, 205, 41 1 ; and the 
Classical School, 362, 379; Christi- 
anity’s protest against, 381 ; criticized 
by the German school, 392 it.; criti- 
cized by the economists, 411-416; 
438 ; Hedonists not mere advocates of, 
510, 51 1 ; 549; ‘opens the way* to 
socialism, 597 ; 743 
Laissez-nous fatrey 30 a. 

Lalande, 557 it. 

Lamarck, Jean-Baptiste, 248 
Lamartine, Alphonse, 309 a., 311 
Lamennais, Abb^ de, 242, 526 
Land, periodical revaluations of, 58 a; 
com yield of, 160-164, per 

acre, 170 a,; rich and poor, 344, 345, 
579? 580 ; free disposal of, 352 ; a form 
of capital, 353 a.; monopoly, 51 1; 
prices, 571, 572; building, 573; no 
absolute ownership of, 584; people’s 
natural right to, 584-586 ; con^ation 
of, 591, 592; bonds in exchange Jbr, 
598 ; surplus values in 1672, etc., 594 a. 
‘Land, back to the,* 261, 262, 544 
Land nationalization, 487, 585, 587; 
systems of, 594-602; Gossen’s scheme 
of, 595-597 » Walras’s schenw of. 597- 
600 ; Gide’s scheme of, 599 a., 600 a. ; 
Wallace’s scheme of, 601 
Land tax, 58 a., 374 - 37 ^? 59 * 

Land Tenure Reform Association, 587 
Landed Proprietors and Landowners 
4 *-45; 5^5^i 59** 592* problem of 
assessing tax on, 57-59; Henry George 
on, 588, 589. See aso Land nationaliza- 
tion 
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Landed Workers, Henry Georgeon, 6ox a. 

Landrecht, the Prussian, 445 . 

Landez^ A., 510 a. 

Landry, A., 1 52, 422 a. ; on Marx, 471 a. ; 
his Austrian theory, etc., 507 a., 513 a. 

Langlob, C. V., 408 a. 

Laskine, N., 220 a. 

Lassalle, F., on Malthm’s theory, 174; 
his doctrines, 433-437 ; and emancipa- 
tion of the worker, 271; his ‘brazen 
law of wages,* 366, 427, 428, 434, 435, 
456 a., 498, 510; on Basdat, 336; cm 
state socialbm, 416, 417, 433-437; hb* 
place in history, 417; brief career and 
death of^ 433; hb socialism and pro- 
gramme, 434 ; on property, 434 a. ; hb 
appeal for State intcrventicai, 435 ; hb 
conception of the state, 436; hb work- 
ing-class party, 438 ; state socialism and 
the philosophic standpoint, 440; and 
co-operation, 527 a. ; on rights of man, 
563 a. ; on laissezfiUre, 597 a. 

Lauderdale, Earl of, 124 a., 731 

Launay, — de, 566 a. 

Lavclcye, £. de, 234 

Lavergne, L. G. de, 376 a. 

Lavoisier, A. L., on com yield, 34, 140 

Law, Jolm, financial econombt, 654 a., 
712 

Laws should express Divine wisdom, 52 ; 
combination of, 366; com, 366; are 
provbional and statements of tenden- 
cies, 394-396 ; arrived at by deduction, 
398 ; crimi^, 566 

Lazare, Bernard, 616 

Le Ghapelier, 244 a. 

Le Play, Fr^i^rick, 152, 209, 248; in the 
1848 Revolution, 312 ; hb school, 517- 
526; hb career and works, 517 a., 
518 a.; hb antipathy to reli^ous 
congregations, 524 a. 

Le Play’s Schod on the^ constitution of 
the family, 519-526, 528; on the ques- 
tion of entail, 519; on the benevoloit 
master, 52 1 ; and the essential consdtu^ 
don of hunumity, 522; on union and 
associadon, 522; compared with Ihe 
German Hbtoiical sdiool, 524 

Le Travail co-c^)eradvc society, 267 a. 

Le Trosne, G. F., hb work, 24 a.; a 
Physiocrat, 33, 34; on sterility of 
industry and the futility of agriod- 
ture, 32 a., 34; on eomonuc sdenc^ 
38 a. ; on oo^ange, 45 a*, 46 

133 
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League of Nations, 755 
Ledru^RoOin, A, A., 31 1 
Leduc, Gaston, 499 n. 

Leen^, de, 650 n. 

Legislatioii, beneficent, 610 
Legrand, Daniel, 517 
Lemonnier, — , 216 n. 

Lendu^ : what happens when one 
cbunUry lends to another?, 669-672 
Leo Xll, 530 «. 

1^X111,531 

Lec^ld, Grand Duke of Tuscany, 25 
.Leroux, Pierre, 246 n., 272 ; his ‘soli- 
daxity,* 349 m, 546 

Larcy^Beaulieu, Paul, 152, 264 n., 348 n., 
379 480, 507 572 

Larcy, Maxime, 242 n., 327 a. 

Lescure, — ^ 717 «. 

Leslie, Cliffc, 209, 391 
Lespinasse, Mile, 29 n. 

Lcsseps, Ferdinand de, 223 
Letchworth Garden City, 544 n, 
Levasseur, £., 391 n. 

L6vy, fimmanucl, 563 a. 

Lcvy-Brule, L., 436 a. 

Lexis, Wilhelm, his works and teaching, 
451. a., 452 a.; on capital and labour, 
850 a. ; 656 

Liberal, the eighteenth-century, 71; 
absolutism, reaction s^nst, 209, 2 10 ; 
policy and socialism, 381, 382; criti- 
<^m of sclidaiity, 564 
*Libml School,* ^i, 362 a. 

Liberalism, Adam Smith and, 71, 72; 
economic, 184; 199, 329“354> 3^2; 
French, 3297354^ 379 * 3 ^ 0 ? optimism, 
329-338 ; its unt^unded faith in 
ini^ividual liberty, 331, 332; its scant 
respect for ^assodaticmism’ and State 
control, 332 ; and people’s misfortunes 
resulting frtan vice, etc., 333; law 
of free utility and rent, 341-346; rc- 
ladon of pn^ts to wages, 34^48; 
subcardina^m of producer to con- 
sumer, 348, 349; law of solidarity, 
349-354; Eogltth, 354-379; Swiss 
380; German, 380, 439; waxnng of, 
3^, 390; dcvelopnwnt of, 447, 448; 
reconciling, with socialism, 4^; 
stiUnge rebirth of, 487 ; repudiated 
by the Church, 515, 516; anarchist 
ii^btedness to, 610 
Lib^^ and Conservatives, 479 
libertansn xar anarchist doctrine, 487 
liberty, 50; ^fuH,’ 271; as an absfract 


right, 271 a. ; economic, 333 ; and the 
Optimistic schools, 362 a. ; the funda- 
mental principle, 415; economic in- 
dividualism and, 432 ; free competition 
and economic liberty not synonymous, 
441 a.; individual, 623; Jean Paul 
Richter on, 765 
Lichtenberger, A., 213 a. 
liebknecht, W., 438 
ligue sodale d’Acheteurs, 531 a. 
life defined as exchange of mutual 
obligations, 351 a, 
lilienfeld, — von, 548 a. 

Limitation of supply, 493 
Limit, double, 495 a. 

Limiting couple, 495 a« 

Lindhal, — , 638 a., 725, 74B 
list, Friedrich, 126, 183, 233, 330, 6g8; 
and xthe national system of politicid 
economy, 273-298; his theory of the 
new protection, 275; on German 
economic conditions, 275-285 ; his 
career, 276, 277; and ‘exchangeable 
value,’ 279 a. ; on political or national 
economy, 279, 280 a.; his ‘de g r ee s of 
culture,’ 280 ; his indebtedness to 
Adam Smith, 280 a. ; he claims Holland 
and Denmark as part of Germany, 281 ; 
on estimate of* nation’s wealth, 281; 
distinguishes between exchange values 
and productive forces, 281 a.; on 
capital, 280 a.; on the productive 
forces of a nation, 282 ; on manufac- 
tures and industry, 282, 283 ; his pro- 
tectionism, 283-285; on ‘dumping,* 
284, 285; on protection and German 
agricrilUire, 284; his inspiration, 285- 
288; visits the United States, 286-288; 
on Smith and Say, 288; not the inspirer 
of modem protection, 288, 289; and 
Mercantilism, 288 ; and industrial 
education, 288; his infiuence upon 
protectionist doctrines, 288-295; can 
modem Protectionists claim descent 
from him?, 293-295; on nations made 
independent of foreign markets by 
industry, 294; his real originality and 
significance, 295-298; critieixed and 
criddxing, 384; criticizes 
413; free trade and some exceptions, 

693.694 

Littr6, M., 233 
liturgy quoted, 338 a. 
live, ri^t to, 5^ 
lioyd, S*, 275 a. 
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I-ockc, J., 584 
Locicwitz, J., 533 
Longe, F. D., 366 

Loria, Achillc, and his doctrines, 471 a. ; 
6o2 a. 

Lorin, Henri, 529 a. 

Louis XV, 23 A. 

Louis XVI, 24 A. 

Louis Bonaparte, 326 
Louis Philippe, 308, 352 a. 

Ludlow, J. M. F., 535, 535-537 
Lutfalla, — , 499 A. 

Lutheran Church, 538 

Luxembourg Commission, 309, 311- 

313 

Lyons silk, 649 

Mably, ABBi DE, 213 
Machine-making industries, do crises 
tend to appear in?, 715, 736 
Machinery, J. B. Say on, 127, ^128; 
Sismon^*s and Ricardo’s views on, 
194-196; and rent, 574, 582; exports 
and imports, 661, 662 
McCulloch, S. R., 69 A., 84, 124 A., 
156 A., 164, 180 A., 181 A., 182, 189, 
I9>»383 

Mackay, J. H., 611 a. 

McKee, Samuel, 286 a. 

MacVickar, J., 355 
Malon, Benoit, 467 a. 

Malt, tax on, 120 

Malthus, T. R., i 35 -* 53 » 172, 183, 331; 
his career and works, 135 a.; his fears 
not confirmed by history, 145; hostile 
to doctrine of immaterial products, 
124 A.; the Pessimist, 134, 135; 
Darwin’s acknowledgment to, 136; 
his formula of progression, 139 a.; 
the Neo-Malthusians, 148, 149; his 
law trf* population, 135-153; 
theories of value, 156 a.; on docUine 
of rent, 157; and land cultivation, 161, 
162 A.; a protectionist, 178; his theory 
of popiilation criticized, 170 a., 202 a., 
238 A*, 351, 589; on public works to 
reduce unemployment, 747; on mis- 
fortunes resulting fiom vices or habits, 
333 ; ^ marriage of indigents, 364; on 
identity of interests, 413; on social 
extremes, 589; Malthusian theory imt 
approved by Henry George, 589 
Man, ^economic,’ 398; as a social bring, 
404 

Mammonism, ennade against, 543 
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Manchester Pditical Economy Soeii^, 
761 A. 

Manchester School and doctrine, 368, 
437»438,489«., 508 
’Manchesterism,’ 362; and Mandsm, 
similarity between, 448 
*Manchesterthum,* 362, 439 
Manchestrians, 439 
Mandeville, Bernard de, 71, 72, 88 a. 
Mangoldt, H. von, 574 a., 576 a., 581, 
647 A. 

Mankind, ‘original quality* of, 517 a.; 

original perfection of, 518 a. 
Manollesco, — , his protectionist doctrine, 
698-700 

Mantoux, P., 83, 113 a ., 119, 120 a . 
Manual labour, return to, 541 
Manufacturer, small, disappearance of, 
200 

Manufactures, List on, 282, 283 
Manufacturing, large-scale, and ages of 
employees, 185 
Manu’s law, 147 

Marat, J. P., on rights oi property, 212 a. 
Marcet, Mrs, 134 a., 354, 355 a. 

Marcus Aurelius, 545 
Margct, —, 747 A. 

Marginal utiUty, 492 a. 

Marie, A. T., 309, 310 a. 

Markets, Say’s law of, S57 
Marmande, R. de, 617 
Marmontel, — , 26 
Maroussem, P. du, 526 a. 

Marrast, Armand, 310 
Marriage, moral restramt from, 142-144; 
of indigents, 364; anarchists* view of, 
623 

Marshall, Professor A., 393 a., 543 a.; 
on Bastiat, 336 ; his economic chivalry, 
341 ; on historical school, 390; and the 
German economists, 393 a.; on his- 
torians’ practice, 394$ on riiemical and 
physical laws, 394-396 ; on provisionai 
nature of all laws, 394, 395 ; his defini- 
tion of an economic law, 396; on 
human motives, 398; on sdent^ 
method and the economist, 400; on 
the interpretation of history, 404 ; Marx 
compared with, 475; on economic 
equilibrium, etc«, 485 a.; on con- 
sumer’s rent, 497 a.; and the bio- 
logical method, 5x3 a.; on applica<^ 
tions of mathematics to econcAnks, 
514 ; on profit, 577 ; on comporite rent, 
577 A. ; on a continuous series of rents, 
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56s It. ; on exports premium or bounty; 
653 on birter, 657; "on prosperity 
due to firee trade» 692; on invention, 
744 

Martineau, Harriet, 134 11., 354, 355 a. 

Mtuic, Karl, his doctrines, etc,, 83, 452- 
484; as pessimist, 135; his obs^re 
^le, 154; his theory of value, 166 iu; 
laixmr alone creates value, 198, 301 a. ; 
his indebtedness to Skmondi, 21 1 ; arid 
exploitation, 228; on List’s source of 
inspiration, 286 a.; and the Utopians, 
308 ; on labour notes, 322 a. ; his career 
and works, 326, 327, 452 a., 453 a. ; on 
production determining distribution, 
373 a.; his KapiUd, 381, 390; on 
socialism and revolution, 418 a.; 
source of his theory, 418 a. ; new theory 
of exchange, 425; on the servility of 
the worker, 430 ; on determining value, 
430 a. ; CTticizes Lassalle, 435 a. ; and 
^e capitalist’s profits, 451 a. ; founder 
of the *Intemationai,’ 452 a., collabo* 
ration with Engels, 452 a., 453 a.; 
Lexis infiuenced by, 452 a. ; on labour 
force or manual labour, 453-458, 468 ; 
his indebtedness to Pecquer and 
Proudhon, 453 a.; on surpto labour 
and surplus value, 155, 302, 453- 
461 ; his indebtedness to French 
socialists, 453 a.; on exchange value 
erf* labour’s produce, 454 ; on economic 
value, 454 ; on exploitation, 434, 458 a., 
476; on development of macl^ery, 
457 a.; his treatm^t of capital, vari- 
able and constant, 458-461 ; on rate of 
{xxitit, 460, 461 ; and the term ’collec- 
tivism,’ 461 a., 462 a.; on the law of 
concentration of capital or expropria- 
tion, 461-467; on communism, 466, 
467 ; and abolition of private property, 
466, 467; his adherents, 467 a. ; not t^ 
leader of a school, 467 a. ; on the bour- 
geoisie, 469; his m<^ ba^, 471 a. ; on 
the intdkctuals, 472 a,, 481; on the 
word ‘revolt,’ 474 a.; compared with 
M a r s h a ll , 475 ; and die Fuien^ 612 ; on 
crises, 703 

Marxian system briefly detined, 233; 

. cdlectivism, 260; crisis and the Neo- 
Marxhml, 474-*^4; party, Engli^, 
€03; doctrines, reaction against, 606, 
607; iodalisin, rupture between 
aiiarcisyaDd,6i6 

M^an ichool, 467-474; and 


socialism, 467-469; its conception of 
natural laws, 468; theories derived 
from Ricardo, etc., 468; and jrutice 
and fraternity, 470 ; and the facts relat- 
ing to production, 470; and will- 
power, 471 a.; and evolution and 
revolution, 471-475, 478, 479; ‘class 
war,’ 47 a- 474 i 479 . 480, 4^8. 485. 486 ; 
socialism exclusively a working-class 
gospel, 472 ; excludes many categories 
from the workers, 473 a. ; evolution of 
doctrines, 474 a. ; appears to abandon 
labour-value theory, 475 
Marxism, and M^chesterism, 448 ; 
preparation for collectivism, 4% ; 
docs not exclude violent methods, 
473, 474; its contradictions, 475; and 
syndicalism, 481 

Mathematical method, 395 a., 506-514; 
in economics, 491 

Matbematical school, 280 a., 341, 499- 
506; and study erf* exchange, 499-506; 
and production, 500; the economist 
and his work, 501-506 
Maurice, F. D., 535, 537 
Mazel, Fulcrand : his bank, 323, 324 
“M^c^que Socialc” and her place 
along with “M6canique Celeste,” 
505 506 a. 

Mechanical conception of economic 
phenomena, 401-403 
Mechanical inventions : have they 
lightened the day’s toil?, 377 
Mecklenburg, 277 a. 

Mchring, F., 435 a. 

Meknoerth, 456 
Moline, — , 37 a. 

Melon, — , 654 a. 

Melouga, — , Pyrenean peasant, 520 
Menenius Agrippa, 545 
Menger, Anton, on reoiganizing society, 
221 ; 224, 241 a., 255 a., 322 a., 437 a., 
563 a. ; on 1^1 Marx, 453 a. 

Menger, Foxwell, 563 a. 

Menger, Karl, 92, 582, 700 a.; and 
Historical School, 384, 386; 393; and 
English Classical School, 399 a. ; 41 7 a., 
418 a.; on equilibrium and prices, 
485; versus Schmollar, 488; on final 
utiHty, 492 a. ; 582, 700 a. 

Mercantilism, 71, 1 13, 1 14, 1 16, 1 17, 126, 
183; and a nation’s wealth, 21, 36, 99, 
321; on balance of trade, 47, 49 a., 293, 
701; two classes, 288 
Mmdith, Gec^ge, 43411* 
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Meslier, the Cur6» 913 it. 

Metal prices, 678 

Method, its discussion a waste of time, 
400 

M^n, A., 601 It., 603 It. 

Meyer, E., on historical method, 408 a. 

Meyer, Rudolf, 418 it., 419 a., 425 it., 

4301*. 

Milcent, M., 534 n. 

Mill, James, father of J. S. Mill, 182, 
355 «*. 357 «- . 

Mill, John Stuart, on society’s industry 
limited to its capital, 89 n. ; on imports, 
115; and the term ‘product,’ 124 it.; 
rent theory, the economic pons asiwh 
rum, 156 ; on the ending of profit, 176; 
many aspects of property, 234 n.; on 
Saint*Simonism, and Fourierism, 265; 
and industrial education, 288 ; on 

. agriculture and protected industry, 
291; and temporary protection, 293; 
the leader of English Classical School, 
329; his career and works, 357 n., 
358 It.; on communism, 358; the 
utilitarian philosopher, 358; on free 
competition, 363 ; and the law of 
population, 363, 364; and the law of 
demand and supply, 364, 365 ; on the 
Classical law of value, 365; a strict 
Malthusian, 367 it. ; on saving and the 
wage fund theory, 366 367 ; on the 

law of rent, 367; on the idea of a 
stationary state, 377 ; import duties in 
certain cases paid by the foreigner, 
370; on cotoimunism, 372; his evolu- 
tion influenced by French ideas, 372 ; 
his death, 372 a.; and natural law, 
373; his programme of socud policy, 
374; on inheritance, 374, 376, 377; 
on peasant proprietorship, 376; his 
frequent change of opinion, 377 
his universal influence, 378 ; on 
identity of interests, 413 ; on state inter- 
vention, 414; on liberty, 415; on 
individual effort, 443 a.; on price, 
demand, and supply, 490; on the 
salvadon of working classes ‘coming 
only from above,* 522 ; on abolition of 
' profits, 562 a.; on productivity, etc., 
573; on rent of ability, 574; on profit 
ajod rent, 576; on rent.relat^ to 
fertility, 579; as a monopoly rcvmue, 
580 fi. ; on the land as an original 
heritage, 585 n. ; on the State appro- 
priating the increase of land w^th, 


586; bis programme of the oiqntid 
tenure reform association, 587 ;0|^}OBed 
to immediate national&aticHi, 587; on 
surplus value, 587 a.; on social me* 
tremes, 589 ; on the acquiring land, 
592 ; movable, distinguished feom im- 
movable, property, 592 a.; impressed 
by the French Sodalists^ 603; <m 
economic effects of war, 642 ; * and 
comparative costs, 643; on currency 
d^redation and foreign trade, 652; 
on barter, 658, 660; on international 
payments, 665, 668, 685, 68fi; on free 
trade and some exceptions, 693 
Mill, Mrs Stuart, 364 
Millerand, A., 545 a. 

Millionaires, American, 477 
Mines, 34, 312 a., 573, 574 a., 579 a., 600 
Mirabeau, Marquis de, 23 a., 25 a., 30 a., 
37 a., 64 a., 136 

Molinari, — de, 258, 335 a., 352 a., 

363 »• 

Mollien, CSomte, 321 
Mombert, — , 153 
Monetary problems after 191 8, 639 
Money, invention of, 37 a.; maldisUri- 
but^, and its eSTect on exportatiem, 
49; Adam Smith on, 88, 99, 101; 
metallic, 251 a.;, quantity theory of, 
1 77-180, 673, 760 ; eliminadon of, 251 ; 
as the instrument of profit, 251 ; 
Proudhon on, 316; as a means of 
measuring human motive, 398; Tol- 
stoy on, 541 a. ; rate of excdiange, 652- 
fi55> 6^. See also Gdd laad Paper 
Money 

Monod, G., 408 a. 

Monod, Wilfred, 539 a., 540 
Monopoly, abolition of, 511; Senior on, 
363 ; revenue, rent compared to, 
580 a. 

‘Monopoly price,* 98 a. 

Monopolies, nationalization of, 600 a. 
Montagne, La, 213 a. 

Montalembert, the Comte de, on Le 
Play, 518 a. 

Montchr6tien, Antoine de, inventi 
‘polidcal economy,* 21 
Montesquieu, C. de S., 53, 136 
Mtnnlity, basis, ol^ 618, 619 
Moraz^, Charles, 760 
More, & Thomas, 2i3;,his Utopia, 2^ 
Morellet, Abb6,j84 
Morelly,— , 213 
Moret, — , 499 a. 
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Morris, 361 

Moses, laws 147 
Moufkng, Canon, 527 
Moidton, — , 664 n. 

Muihouse masters, belief of, 186 
MdEer, Adam, 286 n. 

Multiplier theory, Keynes’s, 747-749 
Mun, Albert, Comte dc, 527, 533 
Municipalization of water and gas, 445 
'Mutual aid,’ 627 
Mutual Cre^t Rural Banks, 558 
Mutual Credit societies, 558, 562 
Mutualists, 559, 560 n, 

Myrdal, — , 638 725 

Mystics, the, 5400544; Tolstoy, 54 **" 543 ; 
Ruskin, 541-543 > Thomas Carlyle, 
54i»54a 

NAims , Revocation op Edict of, 282 
Napoleon III, 371, 380, 521 n. 
Napoleonic Wars, 487, 637, 641, 645, 702 
Ns^K>leon*s dislike of paper money, 702 
Nassau, 277 a. 

Nation, 'normal,* 280 n.; a vast work- 
shop, 74, 75; its annual revenue, 190; 
as an economic association, 296 
'National* and 'social,’ confusion of 
toms, 42011. 

National Assembly (1875), ^3 
National Baidt, 286 a. 

National Qty Bank of New York, 747 a. 
National Equitable Labour Exchange, 
346 a., 251-254 

National Ivpe peculiar to each country, 
293 a., 2^ a. 

National wealth, two sources of, 36 
Naticmalism, Catholic, 483 a. 

Naticmalist party and sdidarity, 559 
Nationalization of railways and banks, 
445 ; of laml—jsr Land Nationalization ; 
oi monopolies, 600 a. 

Natural law, 359, 360 

'Natural Order,’ 25-31, 51 

'Nature,* the term, 37 

Natimann, Pa^or, 538 

Navies, colonies, and foreign trade, 280 

Navigation laws, 1 17 n* 

Neale, Vansittart, 535 
Nedcer, J., and free trade in com, 51 ; 
hts budget, 57 a«; and the worker’s 
bare wage, 172 

Need,' variatkm «of intei^ty of, 513 a. 
Ni^, Charles Patrick, 286 a. 

Nemours, Dupont de—see Dupi^ 
Neo>Maltluisiiins, 14S, 149, 363 


Neo-Mandans, 474-484; on surplus 
labour and surplus value, 476 ; and the 
law of concentration, 476-479; their 
programme, 478 ; and the class 
struggle, 479 ; as syndicalists, 480-484 ; 
no loi^^er believe in the great catas- 
trophe, 480 
Neo-Syndicalism, 532 
Netchaieff, — , 633 a., 634 
Net Product, 31-37, 157; dispensable 
new wealth, 56 
Nettlau, M., 615 a. 

‘New Moral World,’ 246 a. 

New York banks, 706, 709, 747 
New York Stock Exchange, 706 
Newbold, — , 665 a. 

Newton, Sir Isaac, 503 a. 

Newtonian physics, 126 
Nicholas I, Tsar, 633 a. 

Nicholson, Professor J. S., 69 a., 549 a. 
Nichobon, Shield, 275 a. 
r<tietzsche, F. W., 541 ; his renown and 
interests, 611, 612 a. 

Ntmesr ficole dc, 539 a. 

Nitti, F. S,, 534 a. 

Nobility, the propertied class, 41 a. 
Nogaro, — , 653, 656 ; and Oualid, 691 a. ; 

on crises, 707, 708 
'Normal,* the term, 280 
North, Dudley, 71 
North, Lord, 120 

Notes, bank, 318, 319 (sw also Paper 
Money); exchange, 318, 319; Labour, 
251, 252; Proudhon’s circulating, 322 

Oberun, Pastor, 517 
OgUvie, W., 585 

Ohlin, Professor, 638 a., 645 a., 647; on 
international trade, 644, 645 a., 647, 
655-661, 725; and gold movements, 
666, 669-671, 674 a.; on payment 
of indemnities, etc., 666, 669-672; 
criticizes Ricardo, Senior, and Taussig, 
680 a.; on price-levels, 678, 684; 
on fineedom of intemation^ trade, 
694; on income, saving, and invest- 
ment, 71a, 749; on crises and unem- 
ployment, 729 a., 748, 749; on protec- 
tion In a period of depression, 697 
Oldenburg, 277 a. 

Olivier, Paul, 567 a, 

OUivier, £mile, 331 

Oncken, Hermann, 23 a., 30 a., 37, 
386 a., 417 a., 434 a.; on the Physio- 
crati^ 48 
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Ophelimity distinguished from maximum 
utility, 415, 511 n.; or final utility, 
493 

Optimism, French — see Liberalism, 

French 

Optimists, the, 439 

Oiganic conception of economic pheno- 
mena, 401 

Orthodox school, 190, 361 
Ott, A., 324 n., 422 «. 

Oul^, — , 698 n, 

Oudcy, *consumer8,’ 712 
Over-production and crises, 131, 132^ 
185, 463; and competition, 192-199 
Owen, Robert, 183, 256-255, 330; and 
the Commune, 243, 244; a rich manu- 
facturer, 245 ; his career, 246 247 ». ; 

his treatment of employees and child 
workers, 247, 248; his works, 245 a.; 
and creation of the social milieu, 248, 
249 ; the father of etiology, 248 ; and 
education, 248 n. ; his exclusion of 
religious influences, 249, 536; on the 
abolition of profit, 249-255; his co- 
operative stores, etc., 253, 254, 260 «. ; 
his New Harmony, 256; his labour 
notes, 322, 323 ; his creed, 472 

P.L.M. Railway, 237 
Paepe, C. de, 462 n. 

PaiUottet, P., 349 il 
Paine, Tom, 585 

Pantaleoni, M., 54 657 ; on exchange, 

500; on Hedonism, 512; on profits, 

577 

Paper currency, inconvertible, effect of, 

688 

Paper money, 180-182, 707, 712; bank 
notes, 318, 3x9; its effect in the Great 
War, 320; and the rate of exchange, 
652-655; Napoleon’s didike of, 702 
Passy, Hippolyte, 376 n. 

Pareto, V., 89 ; on varying prices, 93 
and ophelimity, 1 15, 493 n. ; his or^- 
nal critical work, 241 n.; on intcr- 
nationai exchange, 295 11.; discussion 
of method *a waste of time,* 400; and 
price indications, 423; on economic 
equUibrium, etc., 485, 492 506, 644, 

651; on Wajras, 503; his view of 
pcditical economy, 506; on private 
|nx4>erty' and well-being, 510 n,; and 
He^ism, 51 1 ; solidarity regarded as 
‘unhealthy egoism,’ 565 a.; on rent, 
satdni^ and capital, 581 a., 582, 733; 
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on ease of production, 647 n,:; on 
five costs, 649 ; 655 ; on ^e inoraae of 
wealth through international trade, 

693 

Paris Academy of Sciences, 617 
Paris-Duverney, — , 654 n. 

Pascal, Jean-Marie, 654 n. 

Passy, Frederic, 539 n., 550 a. 

Patriarchal rcj^e, 520 
Patrimony, 519-52 1 

Patten, Professor, 293 492 .512 «. 

Paul, St, 531, 542, 545 
Pauperism, 465 
Payot, 687 n. 

Pearson, Karl, 395 n., 410 n. 

Peasant Corporations, 449 a. 

Peasant Proprietorship, 207, 373, 376, 
478 

Pccquer, C., in the 1848 Revolution, 
312; Marx’s indebtedness to, 453 
Peel, Sir Robert, 371 
Pellarin, C., 256 a. 

Penal Code, French, 184 
Pension funds, 351 a. 

People’s Bank, 324 a., 326 
People’s Pala^, 539 
People’s University movement, .545 a. 
P^reirc, the brothers, 223, 237 
P6rin, Charles, 534 a. 

‘Perpetualism,’ 393 
Perroux, Francois, 717 a. 

Personal interest, or Hedonism, 396-398, 
488 

Persons, C. E., 750 
Pervinquiire, — , 34 a. 

Pessimists, 133-182; why so called, 133 
Petty, W., 71 
Pfau, — , 434 a. 

Pfliiger, Pastor, 538 

Fhalanst^, Fourier’s, 255 a., 256-265, 
274 a., 561, 630; denounced by Marx, 
467 

Philadelphian Society, 286 
Philan^ropists, 236 a. 

Philosophy, 236 a. ; of history, ^89 
Physics, Newtonian and Social, the 
term, 763 

Physiocracy, generic term, 23 a,; the 
rage, as 

Physiocratic natural order, 25-31, 35, 
51; influence, 45; ideal, ^nperor of 
China as, 54; criticism and feudal 
society, 54 a. ; docuine, r6mxxx6 o^ 
63-68; system, Adam Smith cm, 8a; 
liberalim, 1 14 
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Ffaysiocnittc School, 33, 24; Turgot rc- 
maiiied outidde, 65 

Hiynocratic Theory, 21-45; Galiani’s 
criticism ofi 50 

^ysiocrats, 21-68 ; and imvate property, 
^ If.; and the net product, 31-37; 
difference between agricultural and 
industrial production, 34; their in- 
fluence upon practical politics, 36; 
and the circulation of wealth, 37-62 ; 
and QvancesfoncUres^ 4i*~44 > three kinds 
of avttitces, 42 n. ; landed proprietorship 
the direct outcome of *personal pro- 
perty,’ 43 ; and the abolition of 
corporations, 45 11. ; and trade, 45-51 ; 
and exchange, 45, 46 ; and free trade, 
47-49, 50 ; on adjusted exportation and 
importation, 48; and interest, 51 ; and 
the functions of the State, 51-62 ; they 
are not anarchists, 52 ; and the mini- 
mizing of legislation, 52; their con- 
tempt for political liberty, 52 if. ; and 
tascation, 53 ; and a national assembly, 
53 iL ; opposed to a democratic 
sovereign, 52 n., 53 a. ; and despotism, 
53~555 hereditary monarchy, 54; 
their stress on instruction, public 
works and special duties, 55 ; as 
‘internationalists,’ 55; and taxation, 
56-62 ; their distrust of indirect taxa- 
tion, 62; they ignore value, 64-67; 
fhrir false view of exchange, 66; 
economic world a hierarchy of 
classes, 78 ; French agreement between 
Smith’s work and, 113; their work 
overthrown by Say, 124, 125; their 
influence on French revolutionary 
leaders, 212 if. 

Berson, Nicolas Gerard, 647 ; on 
currency, etc., 653; on wages and 
price-lev^, 680-685; on gold move- 
ments, 691 ; on a spedal imports duty, 
696, ^7 

3 Kgou, — , 713 ; on saving, 747-749 

Brou, Gaytan, 449, 532 639 a. 

Btt, William, 120, 121 

Place, Frands, 148 a., 174 n. 

Plato, 213 

^Butdogy,* 380 

Podsnore, F., 247 a. 

Political EccsKimks, 764 

Political Bconomy: the term invented, 
21, 764; a system of rules, 104; distin- 
fidshed flom sodal organization, 239; 
^*a damal scsoice/^ what ccmsti* 


tutes it, 394 a.; “a poor little conjeo 
tural science,” 750 
Political Economy Qub, 155 a. 

Politics rooted in morality, 236 a. 
Pollock, Sir Frederick, 584 
Pompadour, Mme de, 23 a. 

Poor Law, English, 150 a., 208 
Pope Leo XII, 530 a. 

Pope Leo XIII, 486, 531 
Population, Adam Smith on, 99 ; private 
property as a stimulus to, 151 a.; 
marriage a restraining influence upon, 

* 151 a.; check upon, 142, 143; growth 
of, 145, 146; fail in birth-rate due to 
many causes,, 152, 153; ‘Optimum,* 
153 ; law of, I7i-i77> 3^3> 3^5 related 

. to ages, 201, 202; growth of wealth 
outetrips that of, 352; principle of, 
355 »• 

‘Populational systems,’ 152 
Pornography, orusades against, 539 
Port Sunlight, 265, 544 a. 

Portuguese colonies, 282 a. 

Positivism, 517 n. 

Pothicr, R.J., 545 a. 

Potter, B., 610 

Pound sterling, devaluati<m of, 690 
Poverty and economic crises, 186; the 
egoist’s remedy for, 614 
Prague risings, 615 

Price, ‘real* or ‘natural,’ 93, 94-96; 
monopoly, 98 a. ; equilibrium, 2^ a., 
649-655; variation, 364; demand a 
function of, 490, 501 ; supply a function 
of, 490; for goods of same quality in 
same market, 495 ; divergences between 
two countries, 679-685 ; fluctuations in 
production goocb, 720; stabilization, 
747; alternations, long-term, Simiand 
on 755-761 

Prices, various terms, 48; rent entering 
into, 81 a.; Adam Smith’s theory of^ 

• 91-96 ; present-day theory of, 92 ; con- 
tinual oscillation of, 97, 98; interest 
and, Wicksdl’s theory, 725, 730; 
mutual dependence of, 485 ; land, 
57L 572; related to rent, 579, 580, 
5^; national, effect of international 
trade on, 677-685; commoditiei con- 
sumed on an international scale com- 
pared with domestic goods, 678, 679; 
high, and thehr relation to high wages, 
68 t ^5 

Primogeniture, 352 a. 

Prisoiiii> as ‘criminal uiuverdttei,^ 629 
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Private industry rigorously supervised 
and inspected, 608 

Private interest: its supposed identifica- 
tion with public interest, 413, 414 
Private property, 41, 343; defence of, 
43, 44; Sismondi and, 211; Saint- 
Simon and, 211, 222, 225, 228-238; 
Proudhon on, 299-307 ; Rodbertus on, 
429, 430; abolition of, 466 n,; Jesus 
and the idea of, 538 n. ; Tolstoy on, 
544 ; solidarism and, 562-563 ; injustice 
and illegality of, 584-586 ; increased in 
France and Russia, 595; anarchists 
and, 621-623 

Produce of the soil, 32 n , ; the only means 
of increasing, 89 n. ; nation’s revenue is 
its, 190 

Producer subordinated to consumer, 

34B. 349 

Producers* associations, 536, 562 
Producers* Industrial Unions, 526 «. 
Producer’s rent, 497 n. 

Product, material and immaterial, 80; 
J. S. Mill and the term, 124 n. ; net and 
gross, 157, 422 n. 

Production, essence of, 35; three factors 
of, 74 a.; Adam Smith on, 78; meaning 
of, 101; over-production, 131, 132, 185, 
I92~i99» 4^3; and gross, 202, 203; 
Rodbertus on, 420*425; its growth on 
a large scale, 463; Hedonists and, 496, 
497; Pareto on case of, 647 n,; extend- 
ing simultaneously in many industries, 

717 

‘Production* goods, 704, 720 
Productive class, 38-45 
‘Productive forces,* 286 n. 

Productivity, 422, 423 
Profit, 82 R.; Adam Smith on, 84; and 
wages, 171-1773 346-348; ‘rate* of, 
177 n. ; abolition of, 249 n., 255, 561 
562 R.; distinguished from interest, 

250 R., 575 n.; Owen’s ‘secret* of, 

251 R*; tending to a minimum, 377, 
378 ; fell in rate of, 378 r, ; meaning of, 
in France and England, 378 n. ; what 
constitutes, 424; different interpreta- 
tions, 461 n*\ distinguished fi*om sur- 
plus vfliuc, 461 R,; Hedonbt view of, 
491; regairi^ as rent, 574-578; dis- 
tinguished frmn wages, 575 r. 

Proletariat and the name, aoo r. 

Property divorced from toil, 200 ; Saint- 
Simonism and the distribution of, 239; 
“Property is theft,’* 300 and r*, 301 
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and R. ; Proudhon defines, 302 ; a tom 
of values, 343; Lassalle on, 434; 
movable, 584; and the bunm^ of 
deeds, 633. alro Private pKqsBMty 
Property-owners — see Proprietors 
Proprietary class, 38-45 
Proprietors, landed, 41-45, 5^-588, 
591, 592; real interests of, 167, 168; 
Basdat’s view of the, 342; French 
property-owners, 478; prescnt-<iay, 
478; strength of, 479. See also Land 
nationalization * 

Prostitution, 143 

Protection, agricultural, 36, 290, 292, 
679; aids industry and retards agri- 
ciilture, 49 R.; Sismondi, Saint-Simon, 
and Fourier on, 274 r. ; List on, 283- 
285; American, 2^, 287, 290-292, 
662; Carey’s exposition of, 290, 291, 
292; not essential, merely temporary 
solidarity, 297 r.; a counterfeit of 
socialism, 330; French and English, 
330; Bastiat’s argummts against, 336; 
‘vanquished,* 359; before and after 
1918, 691-700; occasional or tempo- 
rary, 696-^98 

Protectionist party and solidarity, 559 
Protestantism and its teaching, 4]^, 534; 
social, 534-540 {see also Christian 
Socialism) 

Proudhon, J. J., 183; and government, 
221, 619, 622; his bank, 253; and the 
socialism of 1848, 298-328; his career 
and works, 299, 300; his criticism of 
private property and socialism, 299- 
307 ; on value, 301 r. ; defines property, 
302; on profits, 303; his allusions to 
socialists and communists, 304; on the 
true economic forces and their balan- 
cing, 304; dismisses association and 
organization, 305; on liberty, 305; 
rejects communism, 306 ; does not 
recognize racial devotion or imtemity 
as motives, 306 ; on the right 
possession, 306 r. ; on reciprocal 
service, 306, 307; and ;^c social 
problem, 307 ; on ^ Frcncli Revolu- 
tion of 18^ and the disoredit of 
socialism, 308-314; and the ‘right to 
work,* 308, 309; his exchange bank 
theory, 314-326; on money. 316; 
defines reciprocity, 317; and anaix^y, 
318 R.; his drculat^ note^ 322*; 
infiuence afier 184B, 326-328; <4>p08^ 
to revolution, 327 a.; on the powerful 
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State as the iu|>reme danger, 328 ; and 
Rodbeitus, 417 a.; Marx’s indebtedness 
to, 475; on rights of man, 563 n.; on 
landed proprietors, 584; on laissef 
597 a*; the ‘father of modem 
anarchism,’ 61 x; and anarchist doc* 
trine, 612, 615, 632; on reality of 
society, 6x4 a.; and Bakunin, 6x5; on 
mankind’s subjection, 618; and the ex- 
change bank, 622 a.; on marriage, 
623 a. ; on reason, 623, 636 a. ; on the 
group idea and society, 626, 628 a.; 
cm making a ccmtract, 629 a. ; and an 
economic contradiction, 748 
Providential order, Basdat on, 337 
Prudhommeaux, — , 273 a. 

Prussia, King of, 246 a. 

Prtosian Landrecht, 445, 446 
Prussian Liberal party, 433 
Prussia’s tarifB, 274-277; place in 
industry, 289 a. 

Psychological balance, 30 
Psj^ological School, 400; and final 
utility, 49^498 
Public cre^t, 286 a. 

Public Health Acts, 6fo 
Public works, 447 ; state-acquired, 
473 fL ; to reduce tmemployxnent, 747 
Public-houses, limiting number of, 364 a. 
Puech, A., 327 a., 330 
Punishment, 621 

Purchasing power, 659, 660; affected by 
war indemnity, 675, 676 
Pure econmnics, 396 
Pyramids, Egyptian, 743, 744 a. 

QpAxrxnY axcd Dbmaicd, connexion 
between, 493 a. 

Quantity Theory of money, 760 
Qoasi-ccmtract theory, 552-55^» 559» 
562 

Qpesnay, F., his doctrine, 21--23 ; and his 
disct|to as founders cd* political 
economy, 22, 23 a.; his writings, 23 a.; 
the first Physiocrat, 23 a.; his TabUm 
iconondque, 25, 27, 37, 38 a.; and an 
^inherent’ knowlc<%e of Physiocracy, 
and psychok^gpcal balance, 30; on 
‘wealth,’ ‘misery,* and ‘opule^,’ 35; 
his three social classes, 38-45; on 
^ewgrds of society, 44 a*; on inter- 
natio^ payments, 46 a. ; on trade, 

48 a* ; <m interest, 51; on educated 
pul^ 0|Mnxon, 55; on wages iallix^ 
bdow ti^ mimgHnn, 60 a. | his 


ception of value, 64 a, ; on agriculture 
being the source of all wealth, 73 
Quetelot, L., 4x0 a. 

Quietism, 331 

Rags Smana, 148, 520 
Radical Socialists, 466 a. ; French, 549 
Radicals, utilitarian, 609 
Rae^ John, 69 a., 8t, 83 a., 112 a., 1x9, 
X2X a. 

Ragaz, Professor, 538 
Raiffeisen, F. W., 526 
Raiffeisen, banks, 534 a. 

Rail travel, 346 a. 

Railway, P.L.M., 237 
Railways, 312 a., 600; their place in 
national economy, 379; nationaliza- 
tion of, 445; Alsace-Lorraine, 665 
Rambaud, J., 286 a., 534 a. 

‘Ratio of exchange,* 92 
Rau, K. H., 357, 383 
Rauschenbusch, W., 538 a. 

Raw material, 32 a. 

Raymond, Daniel, 286 

Rcboud, — , 643, 650 a., €58 a., 663 a. 

Receipts, ‘exterior,* 710 

Reciprocity policy, refuted, 49, 50 ; 

Proudhon defines, 317 a. 

Reclus, £iis^ 61 X, 615, 617, 618, 620, 
631, 632; on marriage, 623; on the 
iiutitution of society, 627 a. 

Redfera, — de, 235 a* 

Refinrmation, 471 a* 

Reichel, — , 626 a. 

Reid, T., 585 
Reign of Terror, 437 a. 

Relativity, principle of, 395 
Religion, Owen’s exclusion of, 249, 536 
Religious teaching, 338; congregations, 
Le Play’s antipathy to, 524 a. 

Renan, Ernest, 566 a., 6x7, 750 ' 

Renard, George, 467 a., 471 a. 

Rendall, —, 545 a. 

Renouvier, C. B., on econoxxuc history, 
406 a. ; on confinration of land, 585 
Rent, a pre-imposed tax, 36; entering 
into prices, 8x a,; Adam Smith on^ 
96 a.; accmdixig to Ricardo, 129, 130; 
Say’s theory 130 a.; law oi, 133, 
171-177, 367, 4^; Ricairdian doctrine 

ot *53. *55-* 7*. 57‘-574. 5A 583 . 
534, ^ ; oi land per acre, 170 a. ; 
Ssunt-Simon on, 225 a. ; French 
liberals’ law of; 341-^; Fontenay 
on, 344 a*; Senicar’s 356 
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and iL, 357 n.; socialization of, 374; 
Rodbertus on, 426, 427 ; Hedonist view 
of, 491 ; consumer's, 497 n, ; producer’s, 
497 n,; theory and its applications, 
570-610 ; its growth or unearned incre- 
ment, 571 ; theoretics^ extension of the 
concept, 571-583; classical school 
theory no longer applying, 572 ; 
ground, 573 ; profit regarded as, 574- 
578; many concepts of, 578-583; of 
capital, 574, 575; machinery ^d, 574, 
582 ; confiscation of, by taxation, 583- 
594; composite, 577; defined by 
Ricardo, 578 n.; of rich and poor 
land, 579, 580 ; compared to monopoly 
revenue, 580 n.; related to price of 
com, 581; injustice of, 584; socialist 
extensions of the doctrine, 602; 
systems of land nationalization — see 
Land nationalization 
‘Rentability,* 422 n., 423 
Rentzsch, — , 440 n. 

Reparations, German, 640; problem of, 
663-677 

Reproductive instinct, 146, 147 
Research, economic, 763 
Responubility, the idea of, 249 n. 
Returns, law of diminishing, 133, 355 
367 a., 377 ; law of increasing, 355 
36711, 

Revolution, 472-475, 478, 482 ; English 
of 1688, 282 a.; French of 1848, 307; 
Proudhon opposed to, 327 a.; land 
nationalization by, 595; anarchists 
and, 631-636 

Revolutionary syndicalism, 482 a*, 635, 
636 

Riime Socialiste (1885), 467 a. 

Raybaud, — , 308, 314, 359 
Ribbes, — dc, 523 a, 

Ricardian theory of rent, 36, 129, 130, 

* 58 , * 55 -* 7 *» 34 *» 57 *- 574 > 

57 ^ 583* 5849 586; 606; theory of 
distribution, 97; theory of value, 153, 
164^-171, 345, 346, 417 a. ; doctrine of 
labour-value, 213 a. ; definition of rent, 
578 a.; theory of gold distribution, 
643; theory of international trade, 
644^660; dieory of equilibrium of 
debiti and credits, 677 
Ricardo, David, 114, 133, 153-182, 183, 
188, 189, 19X, 33* ; o** Profit and sum 
of utilities, 116; a pessimist, 134, 135; 
Im literary style, 154; hk careor and 
woriks, X54 X55 a.; and the distribu- 
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tion of wealth, 155; a &ee trader^ t 6 S, 
178; criticized by dc Fovilic, 170 a.; 
on wages and profits, 1 71-177; on 
international trade and bankii^, ijj, 
1 78 ; and the balance of trade and the 
quantity theory of money, 177-180; 
on the issue and regulation paper 
money, 180-182; Sismondi and, 191 a.; 
on the question of machinery, 194 a., 
*855 denounced by Saint-Simon, 
238 a.; on value, 338; on income of 
capital, 355; on international trade, 
367-369 ; on minimum profits, 377 ; on 
identity of interests, 413 ; on growth of 
laiKiowners’ share, 427 ; and economic 
value, 454, 456 a.; on productivity, etc., 
573 ; on exchange value of commodi- 
ties, 574 a.; on rent related to soil 
fertility, 578 ; on many kinds of rents, 
578 a. ; on profit on com land, 580 a. ; 
on social extremes, 589; on laissez~ 
faire^ 597 influenced by the wars, 
637 ’i** 840 a., 641 ; on comparadve 
costs, 643; on prices proportional to 
cost in labour, 648; on international 
trade, 650; on barter, 657; on inter- 
national payments, 665, 685, 686 ; on 
price divergencies, 679, 684; on gold 
movements, 691 ; on crises, 703, 704 
Ricci, — , 732 
Richelot, H., 274 a. 

Richter, Jean Paul, 765 
‘Right to work,* 308, 309 
Rights, ‘abuse* of, 563 
‘Rights of Man,* 271 a., 563 a. 

Riparian owners, paying compensation 
for improved value, 593 
Rist, C., 186 m, 348 a., 424 a*, 509 a. 
Riviere, Marcel, 327 a. 

Riviere, Mcrcier dc la, 23 a., 25, 27 a. ; 
28; on private property and liberty, 
30 a. ; on the right of prqparty, 40 a. ; 
on proprietors, 45 a.; on trafficking, 
47; on freedom of trade, 48 a.; on 
constant average price, 48 a.; mi 
necessity of buying as well as selling, 
49 a. ; on despodsm, 54 a. ; (m taxtUkm 
and public revenue, 58 a. ; on human 
happiness, 63 a. 

Roads and rivers, 445, 447 
Robbins, lionel, cm proteedve tarift, 
694; on crises, 705-709, 712 
Robeiiscm, D, H^, 761 
Rochdale Pioneers, 247 a., 254, 561 . 
Rodbertus, J. IL, 1^ indehtedness lto 
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Stsmondi, till ; and en^dpadon of 
the worto, 271; on capital’s and 
labour’s shsues, 347 348 a.; on 

economic and legal des, 373, 374; his 
doctrines, 416-433; on state sodaHsm, 
416-433 ; 1^ place in history, 417 ; on 
consdtudon of value, 417 n. ; Wagner’s 
'Ricardo of Sociali^,* 418; and 
Froudhonian doctrine, 417 n.; French 
otigin of his ideas, 417, 418; biblio- 
gn^hy, 418 a.; his concepdon of 
sodety and of the State, 420; on 
producdon, 421, 425; on profit- 
maldng and productivity, 422; on 
distribution of the product, 423-426; 
on relation between amount of latour 
and value of product, 425 ; on rent and 
spdiation, 426; on rate of wages, 427 ; 
on private property, 429, 430; on 
economic in^vidualinn and personal 
Eberty, 432 ; his theory of development 
of governmental organs, 442 ; his 
influence in state sodaEsm, 442, 443 ; 
Lexis influenced by, 452 a. ; and un- 
earned increment, 476; and Schaffle, 
547 a. ; on crises, 703 
Rodrigues, Eugdie, 223 
Rodrigues, CHindc, 215, 217 a., 223 
Rogers, Thorold, ^ a. 

Roman Catholicism— CathoEcism 
Roman law, 517 

Roschor, Wilhelm, 209, 383, 384 a., 
385-368, 392, 403 a*; and the laws of 
economics, 405 

Rossi, Pellegrino, recommends assoda- 
dim, 321 a., 322 a., 357 a., 383 
Roubaix wool, 649 
Roubaud, the Abb6, 24 a. 

Rousiers, P. de, 526 a. 

Rousseau, Je^ Jacques, 21, 25 a., 26 a., 
*35 n. ; on rights oi property, 212 a.; 
449 ; on society’s contract, 553 
R^, Ren^, 4^ a., 684 
Ro^ Commksion on Taxation, 593 a. 
Ro^ EcoiKmiic Sodety, 650 
Rueif, — , 499 a.; on the payment of 
reparatkms, 666, 672, 674 a., 675, 676 ; 
his tiicory of 'monetary choulation,* 
687 

Rural banks, 517, 558 
Ruddn, Jtdm, 209, 261, 541-543; his 
Social prt^ramme, 522-544; on poUti- 
cal economy, 540 a. ; as a communist, 
colkgei, 544 

Ruiria, influence waning in, 617 


Russian sodalism, 328; state interven- 
tion, 451 

Russo, Fontana, 654 
Rutten, Father, 528 a. 

Sabotaob, 482 a, 

Sadler, Michael, 84 
Saint-Leon, Martin, 530 a. 

Saint-Marc, — , 438 a. 

Saint-Simon, C. H., his doctrines, 21 1- 
223; 225-236; his sodaEsm, 214, 
222 a. ; his doctrine distinguished from 
Saint-Simonism, 214; his Liberalism, 
214; his career and w6rks, 215, 216; 
and industriaEsm, 215-223; his 
'parable,’ 216, 217; on government, 
217; and the term 'labour,* 218 a.; 
* and aboEtion of aU class distinction, 
218'; his 'industriaEsm,’ 219, 235; 
factory model of sodety, 221 ; concep- 
tions distinguishing him firom Libert 
and welcomed by Marxians, 221 ; on 
Say, 221 n,; and private property, 222, 
225, 228, 238; on wealth, 222 a.; his 
disciples, 223; and interest and rent, 
225 n,; on exploitation, 228 a.; on 
mankind, 235; on poEtics, philosophy 
and philanthropists, 236 a. ; his refuta- 
tion of Marxian ideas, 236 a.; and 
protection, 274 a.; 308, 330; on 
history, 405; on the co-operation of 
governing dasses, 472 ; his doctrine of 
unearned increment, 476 
Saint-Simonians, 183, 206; \riio tiiey 
were, 223; preached coUectivism, 214; 
demanded governmental control of 
social relations, 219 n., 220 a. ; and the 
beginnings of collectivism, 211-242; 
become an organized sect, 223, 224; 
and their criticism of private property 
223-236 ; their distinction between 
income from labour and revenue from 
capital, 228; and inheritance, 225 a., 
229; and religion, 231; thdr part in 
economic history, 237 ; antidpate many 
socialistic terms, 238 ; and the distribu- 
tion of property, 239 ; thdr system one 
vast pMlosc^hy of history, 384, 385; 
thdr ideas transmitted t^ugh Rod- 
bertui, 41 7 ; and the * wmrktng’ classes, 
473 «• 

Saint-^bnonism, 127; not equaEmrian, 
213 a.; and exploitation, 227, 22S; and 
coHecthdsm, 230, 231 ; r6iuin£ ^ its 
{Hti|?ramme, 232 ; would make every- 
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body a propiietor, the State lole 
inheritor, 234; a kind of philosophy of 
history, 235; its importance in the 
history of doctrines, 236--242 ; and the 
control of production, 237; and the 
opposition between gener^ and indivi* 
dual intmsts, 240 ; and the defects of 
spontaneous economic forces, 241 
Sainte-Beuve, C. A* de, 206, 242, 300, 
303 fi., 306 n., 765 
Sale, Ck>umot’s law of, 501 a. 

Salleron, — , 449 «. 

San Francisco, 588 
Sand, Georges, 272 
Sangnier, Marc, 527, 533 n. 

Sartorius, G* F., 122 
Satiety, point of, 493 
Saumaise, G., 534 a. 

Sauvairejourdan, — , 643 
Sauvy, — , 153 
Savigny, F. K. von, 386 
Saving, Adam Smith on, 90; law of, 355, 
356 ; Mill on, and the wage fund 
theory, 366 a., 367 ; creative and 
reserve, 704 ; an influence earning 
crises, 704, 716 a., 719-7H* 730-73^* 
older countries, fertilizing world in- 
dustry, 731 ; its mechanism, 731-738; 
and interest, 732 ; bad effect of, 732 a. ; 
B 5 hm-Bawerk’s theory, 732, 733 ; and 
consumption, 733, 734, 73^-749; 

Bresciani-Turroni*s theory, 735-738; 
Keynes’s theory of, 73^749; un- 
economical, 740; and hoarding, 740; 
and investment, 741 
Sax, Professor, 492 a. 

Saxon Revolution at Dresden, 615 
Saxony in Tariff Union, 277 
Saxony’s great place in industry, 289 a. 
Say, J. B., 80, 122-133 *» 0 “ importance of 
capital, 74; 87, 97; on the entrepreneur^ 
82 a., 128, 129; on distribution, 109; 
on loss of American colonies, 119; his 
career, 122, 123; he overthrows the 
work of the Physiocrats, 124, 125; 
superseded Smith’s ideas, 125; made 
political economy a science, 125; on 
machinery, 1 27, 1 28 ; his simple scheme 
of distribution, 129, 130; his theory oi 
markets and exchimge, 130, 131; on 
rent, 130 a. ; on over-production crises, 
13I4 13^1 his part in the histmy of 
d^Uines, *132; on distance and 
sterility, 163; Sismondi on, 188-191; 
on historical treatment, 195; on rda- 
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tivc poverty of industriid Society, ao6 ; 
Saint-Simon on, 221 a. ; on as 

a flxed factor, 239 a. ; his ‘goochr ex- 
change for goods’ formula, 321; on 
service and services, 341 a., 353 a. ; and 
the mechanism of distribudon, 424 a. ; 
on profit and rent, 576, 579, 58a a. ; on 
rent related to price cf com, 581 ; his 
law of markets, 657 ; influenced by the 
wars, 637; on crises, 703, 704; his 
belief that products are brought with 
products, 753 

Say, L6on, on international trade, 663-* 
667 

Say, Louis, 274 a. 

Sc^city as ^e basis of value, 358; or 
final utility, 492 a., 493 
Schaffle, Albert, 439 a., 467 a., 471, 

547 «•, 581 

Schatz, A., 362 n.; on J. S. Mill, 377 n. 
Schelle, — , 30 a. 

Schmidt, Kaspar — see Stimer, Max 
Schmoller, Gustav, 209, 383, 385 a., 386, 
3897 390* 398 n., 398 ; on the new future 
of political economy, 398; on induc- 
tion and deduction, 401, 403, 409; his 
manifesto, 439 ; on the Hohenzollems, 
444 a. ; versus Menger, 488 
Schoenberg, — , 650 a., 655 a,, 656 a. 
Schonberg, G., 440 a., 451 a. 

School clinics, 559 
School of Social Science, 525, 526 
Schuller, Richard, 700 a. 
Schulze-Delitzsch, F. H., 380, 435 
Schumpeter, Joseph, 573 a.; on crises, 

708, 7*7-719 

Schuster, R., 330 
Schweitzer, — ^ 435 a. 

Science, economics as a, 360, 750, 761- 
765 ; socialism as a, 475 a. ; anarchists’ 
recognition of, 623, 630 
Scientific prediction, 407 
Scott, W. R., 69 a., ^ 

Scottish open-pasture system, 203 
Sea transport, 447 
Seager, H. R., 355 a. 

Secr€tan, Charles, 557 a,, 585 
Seemities, selling, 710 
S^r-Lamoignon, — , 530 a. 

Seignobos, C., 408 a. 

Sclfmterest, law cd*, 360* 396-^398 
Self-sacrifice, 362 a, 

Sdigman, I^^essor, 354 a., 594 a., 650, 
Semams soeiedtSf Its, 530 a. 
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Seneuil-CIofurccIle, 380 
Semor» Nassau^ 124 n., 182; Itis career, 
workS) and prindpies, 355, 356; his 
analysis of abstinence, or saving, 355; 
on rent, 356, 357 574; on scarcity 

as the basis of economic value, 357; on 
monopoly, 363; on inheritance, 376; 
on price divergendes, 679-681; on 
wages and price 4 evels, 679-681; on 
gold circulation, 685 
Send, — , 581 n. 

Servant problem, Fourier and the, 257, 

Service, 339, 340, 341 
Services, Say on, 353 
Seven Years War, 637, 641, 642 
Sex question, Fourier on, 263 
Sexual instinct, 146-148 
Shaflesbury, Lord, 84, 248 
Shaw, G. Bernard, 603 n., 604, 606 n. 
Sicidngen, Franz von, 435 n. 

Sit^wick, H., on Basdat, 336 
Silk and wool, 649 
Sillon, the, 527, 533 
Silver, 686; and the rate of exchange, 
652-655. See also Gold ami Money 
l^miand, Francois, 392 it,, 507 a., 708 ; and 
long-term price alternations, 755-761 
Sirey, — , 152 a., 449 a,, 654 a., 686 a., 
708 a,, 755 a,, 759 a. 

Sismondi, S, de, 126, 131 a., 132; and 
the origins of the Critical School, 184- 
211; his career and works, 187, 188; 
aim and method of political econenny 
187-192; a disdi^ of Adam Smith, 
188 ; his attitude to earlier economists, 
188, 189; criticism of, 190; in opposi- 
tion to Classical School, 191 ; on 
Ricardo, 191 a. ; xnd^conomiisodaU^ and 
SozialpoMk, 192; on over-production 
and competition, 190, 192-199; on the 
question of machinery, 194-196; on 
surplus value, 198; on the distriburion 
of prc^ierty, 199; and divorce of land 
hem labour, 199-203; and the con- 
centration of capital, 200, 201 ; and the 
Smith theory d population and wages, 
201, 202; distinction between net and 
gross production, 202, 203, 422 ; <m the 
Malthusian theory of population, 
202 a.; on crises, 204, 205; as the hnt 
interventionist, 205; his r^rm faro- 
jeds, 205 ; on the union td'labour and 
property, 207; on employers* re^xmsi- 
bdity sit Skte oS work^ 208; and the 


heresies of the Classical School, 208, 
209; his influence on the history of 
doctrines, 208-211; economists* in- 
debtedness to, 210, an; and private 
property, 211; and * exploitation,’ 226, 
227, 228; on spontaneous economic 
forces, 241 ; he attacks protection, 
274 It.; and economic progress, 297; 
his influence on Mill, 372 ; on peasant 
. proprietoixhip, 376 n. ; his treatment of 
political economy, 384; on evils of 
competition, 413 ; his id^ transmitted 
through Rodbertus, 417 ; his theory of 
crises, 428 ; and inoement value, 
456 n , ; and guarandsm, 556 ; on crises, 
703 ; English School returns to, 714 a. ; 
on income distribution, 716 a.; on 
insuMciency of demand, 739 a. 

Slaves and slavery, 442, 522 a. 

Slumps — see Crises and Depressions 
Small Holdings Act, 376 
Smith, Adam, on the object of political 
economy, 21 ; on sterility, 36; his 
doctrines, 68-133; his career and 
works, 68 a., 69 a.; his IVealth of 
J^aUonSt 69, 70; and Liberalism, 71, 72 ; 
his debt to the Physiocrats, 72 ; on the 
division of labour, 73-85; and the 
origin of wealth, 74 ; on the importance 
of capital, 74; on the importance of 
work or labour, 74, 75; on over- 
specialization, 77; on education, 77; 
and production, 78; on taxation, 79; 
on agriculture and other industries, 
80-82; on productive and unproduc- 
tive works, 80; on the Physiocradc 
system, 80; his theory of rent, 81; 
Marx on, 83 ; his sympathy with agri- 
culture, not with traders and manufac- 
turers, 83, 85; his sympathy with the 
workers, 83; on la^ur cost distin- 
guished £rom wages level, 84 ; on high 
profits and high wages, 84 ; his 
‘Naturalism* and ‘Optimism,* 85- 
109; on spemtaneity and bendEkxnce 
being intimately connected, on 
exchange of surplus produce, 88; on 
ttumey, 88, 99, loi; ^ ihstory o£ 
capital, 861-90; on savii^, 90; on 
profits above normal, 91 a. ; hu theory 
of prices and value, 91-96; on utility, 
92 a. ; on meaning of ‘value,* 92 a. ; on 
rent, 96 157, 159 his thec^ oi 

distribution, 97; and the continual 
osdUation oi prices, 97# 98; on mono- 
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poly price, 98 n.; on populadon, 99; 
on a nation’s true wealth, 100; on 
banking, 100-102; on human conduct 
and personal interest, 103, 109; and 
the ’spontaneous order,* 104-106; his 
universalism or internationalism, 
105 n.; on the investment of capital, 
106, 107; on economic liberty and 
international trade, 109-1 18 ; on State 
administration, 1 10-112; on joint* 
stock companies, 1x2; and monopoly, 
1 12; in agreement with work of 
French Physiocrats, 113; attacks 
mercantilism, 1x4; criticizes protec- 
tionism, X14-X18; and prohibition of 
imports, xi6 n.; political economy 
commenced with, 1x9; French and 
German appreciation of, x 21-123; 
Malthus’s reply to, 136; on foreign 
exchanges, x 79 ; on landlords* interests, 
x68 Say on, 187; Sismondi a disciple 
of, 188; on free competition, ig6; 
and government, 229; hb doctrine 
conquers Europe, 273; hb dbciples* 
constitutions, 274; list’s indebtedness 
to, 280 n. ; and national power, 280 n* ; 
and moral forces, 282 n. ; on ethics of 
utility, 361 a.; anaemic condition of 
economics following, 383; hb atomic 
views, 384 a.; on man’s self-interest, 
396 ; and laissez'-favre^ 4x1; on the 
duties of the sovereign, 411; on the 
progress of thought since, 4x6 ; on the 
annual labour of a nation, 424; cm 
laissez-faire, 597 n, ; on economic effects 
of war, 642 ; on civil government, 620; 
influenced by the wars, 637 a.; on 
saving, 731 

Smith, Prince, 380, 439 
“Smithianbmus,” 439 
Snyder, Carl, 699, 711, 751 ; on inven- 
tion, 744 

‘Social* and ‘national,’ confusion of 
terms, 420 a. 

Social being, man as a, 404 
Social Catholic s^icat, 528, 529 
Social Catholicism, 449, ^ 4-5345 rib- 
misses co-operative association, 527 a.; 
in Austria, 529 a* ; encourages the help 
of the masters, 530, 531 ; and State 
intervention, 53* > w*ri corporatism, 
532; and the faroduedvity theory of 
capital, 533 

Social Ca^olics usually Frotectionbts, 

53 ^ «• 


m 

Social Christianity, characteristics <4 515, 
5x6 ; its view of State Sodalbm, 518 
Social classes, three, 38-42 
Social Democratic Federation, 603 fu 
‘Social economics,* 2X, 764 
Social environment constantly changi^, 
403, 404 

‘Social function,* 341 

Social legblation and solidarity, 558, 359 

‘Social need,* 423 

‘Social physics,* X26 

Social protestantbm, 534-540. See also 
Ghrbtian socialbm 
Social research, 407 
Social science, school of, 525, 526 
‘Social* workshops, 309; Loub Blanc’s, 
267-27X 

Socialism, early use of the term, 273 11. ; 
contrasted with individualbm, 272, 
273 ; Proudhon’s criticbm of, 299-307 ; 
dberedited in the French Revolution 
of 1848, 308-314; Russian, 328; 
German National, 328; France the 
classic land of, 330; protection a 
counterfeit of, 330; ‘death* of, 359; 
Liberal policy and, 38X, 382; revival 
of, 381; Guild, 448, 449; unified in 
France, 473 as a science, 475 n.; 
“just a movement . , . the end b 
nothing,’* 480; reconciling Liberalism 
with, 486, 487; ‘heresy’ of, 5x5; 
Qirbtian doctrines dbtinct from, 516; 
juridical, 563; and Fabian doctrines, 
603-610; its realization widiout con- 
flict, 608. See also State Socialism 
‘Socialbm of the chair,* 2x0, 419, 439. 

See also State Socialbm 
Socialist parties after 1B70, 603 
Sodalbts, Utopian, 5x3; ‘the real 
disciples of Christ,* 538 n. See also 
Associated Socialbts 
Soci6t6 d*£conomie sodale, 518 ru 
Soci6t6 d* Education sociale, 551 a. 
Societies, Co-operative — See under Co- 
operative 

Societies, dbtributive, 561 
Society, modem, 197, X99, 207; how 
built up, 301 a. ; jurisdiction of, 4x4 a.; 
task of reorganizing, 561 n.; dbtm-^ 
guished from government, 626, 627; 
various anarchist ideas on, 625, 628 
Sociological evolution, 568, 569 
Sociology, 392, 395, 407, 547 , 

Solidary, emergence of, 486; causes of 
its rievt^mexxt, 545-500; bacter^ 
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logical aiMJogy, 547; soddogtcal 
analc^, 547, 548; its obligations 
summed up, 556 ; free and forced, 559 ; 
and jurisprudence or juridical social- 
563; and private property, 56a, 
563; Liberal criticism of, 564; 
moralists’ objections to, 566, 567 
Sdidarist doctrine, 548, 550-558 ; practi- 
csl applicatmn of, 558-563 
Solidarists, the, 545-570 
SoHdaritis, 539 

SdJdarity, its definidon, doctrine, etc., 

349. 350 ; 545. 546. 550> 55" . 558, 561 ; 

individualism akin to, 361 n.; and the 
‘ Kingdom of God,* 539 n , ; adopted by 
various schools, 550; natural, 551, 552; 
L^n Bourgeois and quasi-contract, 
551-556; Durkheim’s doctrine, 556, 
557; social legislation and, 558, 559; 
laws of public assistance, etc., regarded 
as the laws of social solidarity, 558, 
559 ; apotheosis of, 560 n. ; cridcism of, 
564-570 ; classes living upon its claims, 
565; ‘unhealthy egoism,’ 565 and 
moral conduct, 567, 568; and socio- 
logical evoludon, 568, 569 
Solvay, £., his Comptabilisme socud^ 253 ; 

his ‘social accounting,’ 324-326 
Sombart, W., 280 n., 390, 474 n. 

Sorel, Georges, 221, 328, 474 a., 

475 480 48* «•» 482 n., 483* 835* 

636 ; his Catholic nationalism, 483 ; on 
Utopianism, 484; on the theory of 
value, 468 a., 469 a. 

Sovereign — see Government and State 
SoedalpoUtiky Vereinjur^ 438 
Spain, anarchism in, 635 
Spanish colonies, 282 a. 

Spanish Inquisidon, 282 
‘Special assessment,’ 594 a. 

Specie — su Gold 
Spence, Thomas, 584 
Spencer, Herbert, 361, 547 a., 548 a., 
585 ; ^ doctrine, 525 
%nethofr, — , on crises, 720-722, 725 a. 
Spoliadon, 96, 197, 198, 226 a., 426 
Sta 61 , Mme de, 187 a. 

.Stangdand, C. £., 136 a. 

Stani^us, King of Pdfmd, 25 
State admixnstradon, Adam Smith on, 
1 10-1 12^ responsibiUty for nadon’s 
producdve forces, 297 a. ; ^stationary,’ 
378 a., 56a a,; die true, 4x0 a.; 
character and dudes of, 41 x ; acdon, 
jdefexxce of, 4x2; intervention, legid- 


, macy, necessity, and degree of, 413, 
441-443; a historical oxg^mism, 420; 
nadond monarchial, 431, 432; social- 
ist concepdons, etc., of the, 436, 437, 
439 a., 440 ; its incapacity as an 
economic agent, 440; should exercise 
charity and act beneficendy, 442; 
administradon of public services, etc., 
445 ; control and war, 450, 451 ; public 
works acquired by, 473; would it 
become unnecessary?, 622; syndical- 
ism and the, 636 
State bank — see Bank 
State Socialism, 2io, 268, 271, 272, 38X, 
390, 392 n., 410-452; character and 
fUnedons of the government, 41 1 ; the 
fusion of two currents, 412; the 
economists’ cridcism of laissez-faire, 
413-416; legidmacy, necessity, and 
degree of State intervendon, 415, 
441-443 ; its sodalisdc origin, 41 6, 41 7 ; 
Rodbertus and, 416-433 ; Lassalle and, 
416, 417, 433-437; philosophical 

origin of, 436 a. ; aiding distribudon by 
taxadon, 444; and production, 444, 
445 ; summed up, 445-452 ; its legisla- 
tive bias, 447; its development, 448; 
German, 549, 550 

Statesmen g^ded by national interest, 
295» 298, 298 

Stationary state, 378 n., 562 n. 

Statistics, history and interpretation of, 
409 a., 410 a. 

“Steam-mill is the parent of the capitalist 
State,” 470 a. 

Stein, H. F. K., 121a. 

Stein, L, von, 302 a. 

‘Sterile,* a superseded term, 36 
Sterile class, 33, 38-45; taxadon of, 60 
Stewart, Dugeld, 69 a. 

Sdegler, — , 550 a. 

Sdmer, Max (Kaspar Schmidt), his 
career and works, 6 ji a., 612; his 
idea of society, 613, 614, 625; on 
marriage, 623 

Stock, accumulation of, 78 a. 

Stocker, Pastor, 538 a. 

Stock-exchange security, selling, 710 
Stockholm school after X918, 638, 712; 

on crises, etc., 748, 749 
Storch, H. F. von, 133 a., 383 
Strike, general, 483, 549 
Strong, Josiah, 537 a. 

Stumm, Baron, 5^ a* 

Subercaseau, — , 654 
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Subsidy to foreign power, effect o^ 180 n. 
Substitution^ law and principle of, 496 n., 

498 

Succession, right of, 352 «. 

Suez canal, 379 
Sugar prices, 678 

Sully, Due de, on sources of national 
wealdi, 36 
Sunday rest, 517 

Supply, a function of price, 490 ; limita- 
tion of, 493 

Supply and demand, law of, 364 
Supply curve, 502 

Surplus labour and surplus values accord- 
ing to Marx, 453-481, 475, 476 
Surplus value, theory of, 155, 197, 198; 
not synonymous with profit, 461 n.; 
taxation of, 593, 594 
Swedish school, 724, 725, 760 
Swiss Liberalism, 380 
Swiss Christian socialism, 538 
Swiss economist’s ‘little models,* 638 
Syndical movement, Belgian Catholic, 
528 n. 

Syndicalism, 448, 473 474, 480-482, 

522, 528, 533 ; and solidarity, 559; and 
trade unionism, 560, 636 ; and anarch- 
ism, 614 n., 635, 636; revolutionary, 
635 ; and the State, 636 
Syndicalists and non-syndicalists, 480; 
the ‘myth,* 483, 484; French and 
Italian movements, 487 
Syndicate the, 482 
Synthetic socialism, 597 
Syntheticism, 597 
SysUmes socialisUs, 561 n. 

Tableau iconomique, 37, 38 39 n., 1 76, 504 

Taillandier, Saint-Ren6, 611 «. 

Tariff duties do not arise from economic 
doctrines, 290; in Germany in 1819, 
275, 276, 277 ; in relation to prices and 
prosperity, 691-700. See also Free 
Trade, International Trade, and 
Protection 

Taussig, F. W., on international trade, 
644, 648; on choice of crops, 648; on 
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